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A. 1 


Before the 
FEDERAL COMMUNICATIONS COMMISSIOn 
Washington, D. C. 


FCC 75-253 
30529 


20554 


In the Matter of 


AMERICAN TELEPHONE AND TELEGRAPH COMPANY ) POCKET NO. 20376 


Charges for Interstate Telephone Service,' ) 
AT&T Transmittal No. 12241 


mttmot? flN T)'IM OPINION AUD OPJgg. 

Adopted: HITch 4, 1975 *• Released: Karch 6 .1575 


Rv the Commission: Commissioners Lee. and Hooks concurring in part and 

d.ssrnting in part and isauing statements; Commirsioner Reid concurring and 
issuing a statement; Commissioner Quello concurring m the resuit. 


t lK 

<Sh ~ January 1975. W- 

£ to: *«*•; Tariffs FCC 

♦ Hncgarp Telecommunications Service tilTbJ, no. cpv» 

tance r.essage leictuuiu-i* v "“ . ^ D-iwat» Tine Service. In 

its^etter^ transmi t ting^Uie^revised tnriff’ S c h cd ul ea and i^infor^tron 

crease in Bell's Interstate revenues on a future ^ ■■V „ t return 

£"£,&? :S l iT«:“S ^ to it percent on B.U, 

Interstate investment. 


2 Ve have received numerous formal and informal objections 
to such tiUng V seeking its reyection or designatron for forn.1 


V Formal pleadtngs «r."uS^r ^^^^‘c^.^UanL^pinnsylvinLn) , 
of Chicago ("Chicago"), Comnonwealth Ox Pennsylvania t th< / Execu _ 

The Council on Vage and. Prl . c f. S * abl } .L Arencies"), The 


The Council on Wage “^^^"“(^'nEiecutiv Agencies"), The 
cive Agencies of the United Sta , . American Broadcasting 
National Small Business Association ( ^ J, America* 


NAtional bmaii cusiness ' - • . . ^ T „ 

Companies, Inc, CBS Inc., and National Conpany. Ino 

(the "NetWork Conpanies"), The Intcroounta n NetaordInc £ 

Mutual Broadcasting ^ystem. Inc. ( “U - '* /„ Ap .,\ gommodity 

PubUeVTS Association ("ANPA") , Associated Press ( AP I, Lommoaity 

, T. t„ fiirtiq") United Press International, Inc. i UPiJ, 

Nov s r^.vices, Inc. ( CMS), Gniten rre ^ Comnittce"), 

The f • : Telecommunications Co...mi -te. v. -«nriation 

1 , „ T /niDTnr"l jpranTnce Industries Association 

Aprmiau ,m 1 Radio, Inc. ("AR1NO Aero^pat-c **• /„,, r .n\ 

Of Ameiic , mc. ("AIA"), Air Transport Association of America ( AfA ) , 
(continued on page 2.) 
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investigation with an accounting order and suspension of the effective 
date of the revised tariff schedules for the maximum period permitted 
under present law. 

3. The tariff revisions would result in generally increaeed 
MTS rates for service within the United States, except Hawaii and Alaska, 
and between the United States, except Hawaii and Alaska, and Canada and 
Mexico. 2/ They v/ould result in generally increased rate levels for VATS 
f and Private Line Services. 

' 1,. Revisions in MTS tariff schedules of charges and conditions 

| of service within the United States are designed to provide for a 7-2 

percent increase in revenues and include the following changes: (i) a 
one-minute initial period for all custoner dialed station calls in all 
‘ time periods; (2) a 35 percent discount for all custorner dialed station 
calls in the evening rate period; and (3) a &0 percent discount for all 
custorner dialed station calls in the night and weekend rate periods. Pro- 
portionately larger increases in long-distance rates have been placed 
on those Services v/here the costs are relatively greater, namely, on 
person-to-person calls, operator handled station calls, and calls of short 
mileages. Revisions in the U.S. - Canada proposed schedule include: . 

(i) introduction of a dial station-to-station rate fur the Day and Evening 
rate periods in addition to the present Dial Station-to-Station Night 
rate period; (2) establishment of a one-nir.ute initial rate period for 
all time periods with a 10 cent minimum charge per message; (3) discounts 


1/ (continued from page T") National Data Corporation ("National Data"), 
Data Transmission Company ("Datran"), and our Common Carrier Bureau's 
Trial Staff in Docket No. 19129 (the "Trial Staff"). Also before us 
are timely filed objections by the People of the State of California 
and the Public Utilities Commission of the State of California 
("California"). In addition, numerous informal objections have been 
received and letters and telegrams expressing interest in the proposed 
rate increases and any hearings to be held with respect thereto, or 
commenting on the merits of the proposed rates.- AT&T timely filed 
a reply on February 5, 1975» Attached as Appendix A is a list of 
the pleadings filed. 

2/ All the revisions are published to beccme effective on March 4, 1975 
“ except certain rates from the United States to Mexico and Canada which 
were published to become effective on March 29, 1975* 
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of 35 percent for the Evening and 60 percent for the Night rate periods, 
applicable to'Dial Station-to-Station initial pericds and additiorjal 
ininutes for all classes of service; (4) a unifo-m 24-hour rate for an 
initial 3-minute period for all Operator Statioi. to-Station and Perscn- 
to-Person messages; (5) corr.non additional minute rates for all classes of 
Services; (6) reduction of the r.ur.ber of mileage rate steps- fron 27 lo 
23 - (7) elimination of the fifteen cent surcharge for collect calls; 

(8) a night discount rate period for additional ninutes for Operator 
Station-to-Station and Perscr.-to-Person nessages and extension of the 
Night reduced rate period from 6 A.M. to 8 A.K.; and (9) general in- 
creases and decreases in the different classes of service. Sevisions 
in the U.S. - Mexico p.-oposed schedule include: (i) a Simple Station 
Rate Class for all hours of the day and all days of the week. Simple 
Station Service vould apply to station messages dialed by the customar 
or station messages that could b' dialed by the customer if facilities were 
available; (2) a uniform 24-hour rate for the initial 3-minute period for 
all Person-to-Person messages; (3) a common additional ninute rate for 
all call classes beginning at 245 miles for Day calls and 86 miles for 
Evening calls; (4) reduction of the number of mileage rate steps from 
27 to 21; (5) elimination of the surcharge for collect calls; (6) modi- 
fication of the Evening rate period from 8 P.M. to 11 P.M., and extens.on 
of the Night rate period to 8 A.M., and (7) general increases and de¬ 
creases in the different classes of service. 

5. Revisions in the V/ATS schedules would provide for; (i) 
increased rates fcrr measured time service for distances up to 900 miles 
and decreased monthly rates for measured time service for distances 
beyond 900 miles; (2) increased monthly rates for Full Business Day Ser¬ 
vice for distances up to 1600 miles, and decreased monthly rates for Full 
Business Day Service beyond 1600 miles; and (3) with the exception of 
installation, move and conversi-i charges for V/ATS and extension stations, 
all other rates and charges in Tariff F.C.C. No. 259 (e-E-i monthly rates 
and installation charges for connccting arrangements) would be increased 
7.8 percent and rounded in the same manner as the equipment rates for 
Private Line Service. 

6. Bell alleges that its proposed revisions in Private Line Ser¬ 
vices will increase all domestic rate elements in Tariff F.C.C. No. 260 

by 7.8 percent, cxcept the rates for television service (Series 7000 Ser¬ 
vices) and any iterr.s that were filed to become effective after Septem¬ 
ber 1, 1974. After application of the 7-8 percent increase, each rate 
element, with the exception of rates for intcrexchangc channel mileage, 


v 
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would be rounded to the nearest five cents for it,ems up^to 
to the nearest dollar for items of OT " faC simile (Series 8000) 

(Scries 5000) and wide band nea ! est five cents while all dther 

base capacity would be rounded , b roun ded to the nearest cent. 

interexchange channel mileagn rates would be rounae 

7 . AT&T explained its reasons for 
creased rater, for its Interstate Services latter 

1975 to Chairman Wiley. %/ It therein stated. 

economic and f level 0 'oT ICtT' to 11 * perc ent*on in- 
a Ltmi e nt S 1n e orå” to susSin the financial integrity 
of the Bell System and to permit the attraction o 
’ necessary debt and equit, Capital under prevailing 

conditions in the money markets. 

v.-.f * 2 \r\ -nprcønt. of* al}- MTS calls 

AT&T estimates that the charges or a calling habits, custorr.ers may 

wiil be lov/er; and that by •“'«"«^JS/SigllSistance calls. According 
take advantage of further savings ^ ote more efficient use 

to AT&T, its pricing ,. s improvemcnts in productivity, and 

of the telephone network, facixixi-5 a F 
produce substantial cost savings. 

8 . AT&T stated that ** 

Line rates were filed to a ^ ie "%ervices as that vJch would be derived 
in the revenue levels for thos desi ned to maintain approxinately 

Srs™e'rate e re“tio a nship=“St nov, exist hetween «ATS and MTS. Aocord- 
ing to AT&T's Janua: etter: 

• • the nendency of several Commission proceedings 

SiSi Wrat. structuie of the private 

vices, «. r thIs S overall rate 

thoae «rvices. Ra applyi „ B the same per- 

centage 6 increase to the various rate elements in the.pri- 

vate line services • • • • 

, Hec-itrned to produce increased 

The filed rate changes are de^ g . t 5717 

frnffl ndl' c Interstate services of about 
revenues from Bell - with associated cost 

million per year and, togetner 


5/ AT&T's January 3, 1975 letter 


is attached hereto as Appendix B 
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eavings, to ir.orove net earnings after taxes by about 
. . $?33 million per year at the 1975 level of business. 

These rate changes are of critical and inmediate im- 
portance because of the extraordinary f ^anciai and ^ 
economic conditions currentiy affectin 6 Bell 
of operations and cost of capital. 

> . ■ • , n f to—- ff uaees and tJ -»0 pages of state— 

ATP/T's filine is comonsed of 2b/ a r -o Rnnn 

S 5 SH zs-svss » • 

the tariff revisions. 

q The Commission received petitions containing requests that 
.Vie tT^-T ta— 1 ' ff revisions from California, 
ve suspend and rnvestrga.e "^‘f.^ies, the Council, the Netuork 

Chicago, Pennsylvania, the Executive .. 0 ~n . „ • , Staff. 

Companies, NSBA, Datran National^aU.^utual.^an^ ^ to 

The NetWork Companies and »»> • c ted frial Staff requests 

private line service ™ St «. action uould 

that ue suspend only the NTS revisions, argunavers. 
reduce the present subsidizati on of o ..ner Services ^hdrav/al of the 

Other petitions seeking åuspension and investi- 

^"ti on^of ' thes^revisions wer e^received 6 f rom CNS, ANPA , ARINC, AIA, ATA, 

AP and UPI. AR 1 NC has confined its rec ^ 6 ^/“^^voe^U-requipmenir 
to the Series 5000 private line Services and ^ J d Ho c 

ATA has confined its request to Series 5000 revisions for the 

Committee has requested that we rejeet the AT&T tarif. «visions^ 

private line Services. ANPA has also iiled a . ^ f AT 2 rT's 

qU eati„ E rejection Aoong Jfese pet i t nnern urgtn^re.ectron^ ^ 

f f revisions. Ar*, AIA, U.o, Ml • urA 0,1 . ... All i _ 

argued that we have the authority to rejeet ^«"JigoSe^iwion 
hearing since AT&T s rates were .mp-- - y P , t/ AT2.T 

in Docket No. 19129, V and thus, ur.der Sectron 205 of the *ct, |/ 

cannot file higher rates vnthout frrs. obtaintng • - revisions 

ATA ATA and ARINC have argued that we can rejeet the taritl revisi 

without^å hearing because AWT. data supporting its rm». ‘ 

comply uith Section 61.J3 of the Cocoission's kules. 6/ In addition, 

HJ Deciston and Order in Phas ' e ~I of the llessage Toll Telephone RU. Case, 
J Docket No. 19129 . 38 FCC 2d 213 0 972), recon.-.iderntion deniri, <<2 
FCC 2d 293 (1975), appenled suh non Ralph Nåtler v FCC Nos , 

_ 2051 (D.C. Cir.). See also 38 FCC 2a 984 (1973). 

.5/ 47 U.S.C. 205. 

6 / 47 C.F.R. 61 38. 
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ATA asserts that v/e can summarily reject the private line service rate 
increases since prior such increases are still under consideration in 
Docket No. l8l28, and ARINC asserts that summary rejection can be pre- 
dicated on AT&T's failure to consider the competitive nature of Telptak 
service. Many of these same petitioners have argued that v/e should 
exercise this power to summarily reject AT&T's tariff revisions in 
order not to unduly disrupt proceedings in other dockets. 7/ 

10. Various petitioners urging suspension have asserted that 
AT&T has failed to justify adequately its proposed tariff revisions. The 
Council and Mutual argue that AT&T's increased rates can only be based 
in small part upon increased operating costs. The Council further argues 
that neither AT&T's increased cost of debt nor its needs for favorable 
equity financing justifies the magnitude of AT&T's proposed rate increases. 
Mutual, Pennsylvania and AIA also believe that the rate increases cannot 
be predicated on a need for a higher equity return or higher debt costs. 
Mutual adds that AT&T's Capital requirements are likely to be reduced in 
1975 through tax and economic relief as v/ell as reduced customer demand. 
The Separated Trial Staff asserts that AT&T's expectations as to 1975 
spending levels, on v/hich its proposed rates are based, are in error 
since these; expectations overlook present inefficiencies in the Bell 
System's operating and Capital acquisition programs, as revealed in the 
Docket No. 19129 inquiry; a $600 million cutback in 1975 construction; 
and recent labor force reductions together with a freeze on new hiring. 

The Separated Trial Staff urges the Commission to require that AT&T sub- 
mit updated cost data reflecting all possible economies so that by the 
end of the suspension period lower rates can be substituted for those 
now proposed. The Executive Agencies believe that an investigation is 
necessary because AT&T's proposals far exceed rates declared to be rea- 
sonable in Docket No. 19129; because AT&T bases its revised tariffs on a 
hypothetical debt ratio; and because AT&T has used questionable methods 
to arrive at an equity component. The Executive Agencies, the Council, 
and the Separated Trial Staff also believe that AT&T has failed to justi¬ 
fy its revised rate structure in MTS and the Network Companies question 
lack of such structural revisions in the private line Services. IMN and 
the Network Companies state that AT&T has made no showing that additional 
Capital needs for all its Services justify increased rates in the Series 
6000 audio Services. National Data incorporates the Council's objections 
in its petition. 


7/ The Message Toll Telephone Rate Case (Docket No. 19129); the Telpak/ 
Private Line Case (Docket No. 18128); the WATS case (Docket No. 19989); 
and The High Density-Low Density Kate Structure Case (Docket No. 19919)* 
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11. The economic impact of AT&T-s tariff revisions have been 

cati» to be juntifled aften an i„vesti E ation, we should taka nteps. »«eh 

NSBA and National Data. NSBA asks that we require special information 
from'AT&T aunmanioing the anti.ipjt^ct^f^^^ 

S^tfierSrA^r^t^d^r^ of the effective date 
of the tariffs beyond the three nonth suspension period. UPI, AP, 

WS and iS have noted the operating costs of nevspapers and news ser- 
vices arehighly sensitive to increased charges for communications Ser¬ 
vices Fon fhis reason. they argue ATWs tariff revisions nhould at 
least be suspended, and the advers, impact £^££££*£1.,. 

line Services win 

adversely impact radio 

Ppnn* 5 vlvaniti and Cslifonua oojøct to Aa6c1 s _ _ 

of their effeet on rate payers for intrastate service. ^“"^intra- 

notes that AT&T's interstate rate increases would lead to increas 
atate rates by virtua of the pari ty which Pannsylvama «tal» hetween 
intrastate long-distance charges and the mtersta-e l ev e ls : Californ - 
. ir i da- ;netition to susoend and investigate is granted, 
SHsioi dekgLU as ^ issue modificationa to the Separationa Manual 
procedurea 8/ and furthar order AT&T to submi t the revenue requiremen a . 
effects on 7ach state as a consequence of the proposed rate increases. 
Alternatively, if its petition ia demed, California requeata . Comm ss 
order sp^cifvine that no shift in revenue require...ents will be made 
a resuit of the rate increases until possible separation ^“åonåmiå ^ff ects 
have been considered. Other petitioners concerned with f Å£ INC k [[ % 
of AT&T's tariff revisions inelude the Separated *nal . 

and the Executive Agencies. 

12. Several petitioners have argued that AT&T - s .tariff revi¬ 
sions are unlawfully diåcrimiratory under Section 202(a). 9/ C.iiforma 
argues that the revised HTS rate strueture discnmnates aga.nst 
payers in certain states vis-a-vis rate payers m other states. ”“^ onal 
Sta argues that the tariff revisions unlav/fully discriminate agains 
SatS users whose access lines are concentrated in the lowernumberedser- 
vice areas. Since DDS, a competitive service, is not ineluded m AT&T o 
tariff revisions. Da tran argues that there is unlawful di scnmination 
against cusiomers of AT&T’s monopoly Services. 


8/ *4? C.K.U. Part W- 
9/ 1*7 U.5.C. 202(a). 
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13 Separation of various lcsues raised by AT&T' s tariff re- 
visions is requested by several petitioners. The Council has argued that 
v/e establish at leasc two proceedings, one for rate leyel issues an 
anothsr for rate structure issues. The Separated Tnal Staff aste the 
Conmission to assign all rate structure questions presented by ATM s pro 
posal to the Phase II inquiry in Docket No. 19129 on the grounds that 
sinilar rate structure issues have been raised and considered in that 
proceeding. Kany petitioners, including the Executive Agencies, have 
u-ged the Coanissicn to order ATM to keep accurate accounts of ail 
monies received by reascn of the tariff revisicns in the event that these 
revisicns are found unjustified after the period of suspension has passed 
and the revisicns have gone into effect. Mutual has requested that ive 
recuire AT&T to include ouality of service specifications in lts tarifl 
schedule and to provide a schedule to refunds to customers should it fail 
to neet these specifications. 


14. AT&T opocsed all petitior.s seeking to delay the effective 
date of the tariff. In AT&T's view. a suspension will irrevocably deny 
it just and reasonable rates v/hich are urgently needed, whne an account 
inz crder will fully protect the interesti of AT&T's customers. With re- 
spect to the petitions urging rejection, A A argues that there is no 
valid basis for such action. The Commissicr. cannot invoke Section 205, 
AT&T asserts, because in our Phase I Order in Docket 19129 there vas no 
"full hearine" on the rate issues or explicit prescnption of rates, ar. 
no jurisdictional finding that the 1972 rates vere "just and reasonable 
as mandated by Section 205- AT&T argues further that the ifsuance of 
an accounting order in the 1972 decision was inconsistent with an implied 
prescription of rates. Finally, although rates of return were set as 
just and reasonable in the 1972 decision, AT&T argues that Section 205 
does not authorize us to prescribe rates of return which cannot later be 
changed without Coranission order. AT&T asserts that its data co ["P 1 ^ d 
with Section 61.38 of our rules. It argues that a rejection would be 
effectively a prescription of rates and therefore invalid without the 
hcarings and findings required by Section 205- In response to the 
Council's petition for suspension, AT&T argues that .he Council eignif 
cantly underestimated AT&T's increased labor and equity costs. It also 
takes issue with the Council'» methods of estimating AT&T«s necessary 
revenue increases. AT&T further notes that the Council has no ^ f-uppor e 
its stated concern that small and intermediate business users will fa 
severe hardship under the reviscd tariffs. The suggestion to phase the 
rate increases is, in ATM's vicw, contrary to national objectives in 
that the revised MTS structure will actually curb infiation by anowing^ 
customers to make substantial cost savingn. V/ith resp-ct to tne Tr al ^ 
Staff's petition, AT&T asserts that the Trial Staff has made only one- 
TÅ eontentions as t, ineff, cienciea in operation and plant investment 
and failed to reccgnize AT&T’s need to attract substantial amounts of 
new cåpital in future years. AT&T objects to the Tnal Staffs request 
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for suspending only KTS rate increases and y^ratepavers sub&idize other 
methods^in arriving at it. -^^s^tion Sit'the revised tariffs 
Services. AT&T also dem C usto~~rs o' ATScT's monopoly Services 

unlawfully discriminate a f ainS J . fncreases over shcrt distar.ces 

and National Data's assertion ' wi th California's cor.putation 

•i-iL- 

in^proceedin^directet^t^thi^formulation of iurisdictional -porat.ons 
procedures. 

Discussion 

. v o? 1Q72 the Cormission adopted and released 

• 15 ’ ^oXrlrpS^ 1 of Docket No. 19129’(33 FCC 2d 213) 

its Decision and Order in Phas recuired by AT&T 

prescribing 8.5/° as L ® ra e . cap ital at reasonable cost and to 

V -to enable it to attract eapitai. ai r te and safe 

maintain the credit of Bell; and to to the’public and to pro- 

interstate and foreign communications ser^ r irements - 58 FCC 2d 213, 

vide for necessary expansion t . rate revis i on s designen to increase 

245- Although AT&T was allowed Qf the Corr.nission established 

its interstate return on y ^ 3,5 to 3.0:1 as an incentive for 

gfficiemy° V to permit AT&T through improved efficiency or productivity 
gains to increase its earnings under such rates within a reasonable range 
above 8 . 57 . without regulatory action on our part. 

16. This action 6 , the <=»-ission oa^tahen^ter^ NU J*- 
dentiary hearing. during uhich exten^ive t[ns ext( . ns i»e record, the 

sented by Bell and other par-i *• . debt 10/ and equity 22/ * or 

Commission deternined the P re ^""S J * — required to cover 

Bell, and established the appropnate ra.e oi 

those costs. ,^'i s act *°?_tion of Bell's rate of return ..12/ 

was a properly determined P«scr;ptx=n <*B. f ^ ^ revlslo „ s 

. The ef feet of this action vas to B 11 al ov ! che 8.5% level wlth- 

uésigned to increase its overall rate ot _ level bv demonst- 

o l t obtaining the Conmission’s approval to increase this 
rating that the level was no longer adequate.l^/ 

lo/ - ’ThT^edded cost of debt was determined to be 6 %. ATtT 3S FCC 2d 
213, 229. 

11/ The cost of equity was determined to be 10.5%. AT4T 38 FCC 2d --3, -3' 

12/ See 42 FCC 2d 293, 300 (1973) wherc ve characterized our Fkase I Order 
* as a prescription • 

13/ As noted above. the rate of return r.onl d h* <" C «T07Va • ~auth- 
“ —ased effiriency and productivity. a maximun level of 9.0% autl1 

orized, but this is not the situ, ion presented by Lell r. .present 

tariff filing. 
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17. The Ccv.mnission 1 s action did not reinte to the question of 
speeific rate strueturc. This issue is being investigated in Docket 13128 
and Fhase 11 of " Docket 19129. Thus, while Bell is legally free to 
alter itr. rate struclure, the Commission*s prescription prevents it 
fron doing so in such a manner as to increase its overall earnings level 
above 8.5%. U*/ In seeking a modification of the order, a heavy — 
burden clcarly rests with Eell to demonstrate the basis for and extent 
of any modifications it proposes. Absent a finding by the Commission, 

that the prescribed rate of return should be modifieJ. based upon knovn 
changes in Bell's Capital costs and strueture, the filing of a tariff 
designed to produce a rate of return in excess of 8.5% is prima faeje. 

unlawful. 


18. In its present filing, AT&T seeks to increase its overall 
rate of return from 8.57. to 10.5 - 117.. It alleges such action is 
mandated by economic changes which have taken place since our Phase I 
order. These changes, according to Bell, have raisvd its cost of embedded 
debt from 6.07. to 6.97. and its cost of equity from 10.57. to 13.57. - 14.57.. 


19. We are, of course, cognizant of the general changes and trends 
in the national economy. We also note that Bell's rate of return 
showeo a decline to 7.89% in the last quarter of .1974, even tnouon it 
vrøs 8.53% overall for the year. Such a der.Vi.ne., . if r.nntinned/ «oiO.d aA~ 
verselv inpact Bell's ability to serve the oublic. We are also conrerned 
that the recent downward trend in Bell's interest converage be arrested., 
to avoid any nossibility that its . . 

bond ratings might be downrated with attendant impact on the 

availability and cost of debt financing. We wish to stress that our 
obligation to protect the consumer requires us not only to assure 
ourselves that excessive rates are not being charged but also that the 
carricr is financially capable of providing the consumer the needed 
service. This requires a rate of return sufficient to allow investors 
to have confidence in the financial integrity of the carrier so that it 
can maintain its credit and attract needed Capital. F.P.C. v. Hope 
Natural Cas Co ., 320 U.S. 591, 603 (1944); F.P.C . v. Memphis Light, Gas 
6 Water Div., 411 U.S. 458, 465-6 (1973). 


14/ This distinetion between prescribing a rate and an earning level c.x- 
plains why the Commission could issue an accounting order on Bell's 
rates. While the earning level was prescribed, the rates were 
carrier-madc and thus subjeet to an accounting order. Arizona 
Cr occry Co . v. Atchir.on, Top o ka 6 Santa Fe Ry . 28^ U.S. 370, 390 (1932) 


T 
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20. While we must rcject /.TCT's tariff filing as being in violation 
of our prior prescriptlon order, we vill consider those eiements of the filing 
which seek to increase the rate cf return as a request for nodification 
of our prescription, and will address thesn accordingly. After carefully 
scrutnizing Bell's filing and all corr.-ents received, we believe tnat some 
modification of Bell's prescribed rate of return is in order. Bell s 
enbedded cost of debt is a matter of historical record and the result 
sinple mathematical computation. No petitioner has cbjected to Bell s* 
evidence that it has risen from 6.0% to 6.9/. and is unlikcly to eecrease 
within the immediatc future. Further, it is a matter of official notice 
that the proportion of debt in Bell's Capital str cture is 49/.. Hovever, 
while recent trends in the economy would indicate that the cost of equity 
may no longer De 10.5%, Bell has failed to show clearly vhether and to vhat 
extent the cost of equity now excecds 10.5%. This question must be tested 
in the crucible of an evidentiary hearing, and we are in this decision 
instituting such a hearing to be conducted on an expedited basis.15/ 


21. In view of the above we have determined that our prescription, 
to the extent indicated above, should be raodified. We thus ccnclude that 
the just, fair and reaionable rate of return for Bell, under present con- 
ditions is 8.74% computed as follows: 16 / 

ITEM Proportion of Capital 

(Percent) 

Debt 49 

Total Equity 51 

Total Cost 

22. Achievement by Bell of the 8.74% rate cf return on its inter 
state operations that we have found herein to be appropriate, will require 

rate adjustments which will produce approximately $365 million in 
additionalgross revenues before Federal income taxes over and above the 
conparable annualized fourth quarter 1974 revenues. We hereby authoriz» 
Bell to file such a tariff on not less than one days' notice. See 47 USC 
203. 


Cost Rate Proportion of Total 

(Percent) cost ( Percent) 

6.9 3.38 

10.5 5-36 

8.74 17/ 


23. We now turn to the speeific requests for relief in the 
petitions before us. Since we are rejeeting herein the subjeet AT6T 
tariff filing, and instituting an investigation into the appropriate Bell 
rate of return we must deny those parts of the petitions listed in 
Paragraph 9 above which request suspension of the tariff filing and an 


157” This hearing, which vill be limited to the appropriate levels for 

Bell's cost of equity and overall rate of return, should be conpleted 
within 9 months. 

16/ Under the unique economic circunstances now existent we are pre- 

pared for purposes of this filing to acccnt the last quarter of 1974 
as a valid test period. 


11/ 


See tasis of orevimis nresrri r>r <r«n 3A vre 1 • w '* ,K ' 111 r - < " 

pcr"><t Bell to reach a 9% rate or return through increased efficicncy 
and oroduetivitv. 
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an invcstigation to be ordered on such f iling. 18 / For the same reasons , 
we grant the petitions insoiar as they seek rejection of the tariffs as 
unlawfully increasing a prescribed rate of return. We therefore need 
not reach the question concerning the effect of the tariff filing on 
other pending. proceedings., as requested by several petitioners. 

• t 

24. We agree with the separated staff of our Common Carrier Bureau 
in Docket No. 19129 that the primary interest of the ratepaying public, 

the Comnission, and the Bell System would best be served by concluding 
Phase II of the hearing in that proceeding as soon as possible. Thus, 
we consider it inappropriate to include any rate structure or other issue 
raised in this new tariff in the Phase II proceeding, as well as our in- 
quiries into Private Line Services (Docket No. 18128) and WATS (Docket 
No. 19989). 

25. Finally, we believe it inappropriate to include the question 
of separations, as requested by California, in the narrow hearing ordered 
herein. We note that separations questions are presently deferred pending 
developments in Docket No. 2000? and should properly be before a federal- 
state joint borrd, such as that existing in the on-going Docket No. 18366 
investigation. No purpose is served by having the same question examined 
in two forums. 

26. Accordingly, IT IS ORDERED, That the tariff revisions filed 
by AT&T with its Transmittal No. 12241 ARE REJECTED; 

27. IT IS FURTHER ORDERED, That pursuant to the provisions of 
Sections 4(i), and 4(j), 201, 205 and 403 of the Communications Act of 
1934 ,as amended, an investigation and hearing is instituted into the 
authorized rate of return of AT&T from interstate Services. 

• • 

28. IT IS FURTHER ORDERED, that, pending the outcome of this 
hearing or further action by the Comnission on the basis of known charges 
in Bell's Capital structure or cost of Capital, the prescribed rate of 
return for Bell's interstate operations shall be 8.74%. 

187 We note that, under Section 1.44 (a) of our Rules, petitions to sus- 

pend and reject may not be combined into a single pleading, since re¬ 
jection requests should be addressed to the Chief, Common Carrier 
Bureau, while suspension motions were properly addressed to us. Hov- 
ever, we shal] waive Section 1.44(a) on our own motion and consider 
the pleadings properly before us. 


% 


A. 
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29 . IT IS FURTHERED ORDERED, That, for the purpose of this 
hearing, the partics shall address thenselves only to the current 

cost of capital of ATET, with particular reference to the cost of equity 
and to the proper overall rate of return required. 

9 

30 . IT IS FURTHER ORDERED, That the hearings in this investi- 
gation shall be expedited and held at a time and place to be specified 
by subsequent order ar.d that the Administrative Lav; Judge appointed to 
preside at the hearing shall issue an Initial Decision at the close of 
the recoid; 

31 it IS FURTHER ORDERED, That the American Telephone and 
Telegraph Company is made a party respondent in this proceeding, and that 
all other interested persons wishing to participace may do so by filing 

a notice of intent to participate within 10 days of the release of this 
Order; 

32 . IT IS FURTHER ORDERED, That a separated trial staff will 
participate in this proceeding pursuant to Section 1.1209(d) of the 
Commission's Rules; 

33. IT IS FURTHER ORDERED, That, for the purposes of tariffs 
filed pursuant to this Order, the provisions of Sections 61.3C and 61.58 
of the Commission's Rules, 47 C.F.R. 61.38, 61.58 ARE WA1VED, ss 
provided herein; 

34 . IT IS FURTHER ORDERED, That the following procedures 
will apply in this proceeding: 

(a) The record for decision will consist of all matters submitted 
for the record by responsent, interested persons and 

the Common Carrier Bureau trial staff. Interrogatories 
" and information requests and responses thereto shall be 

part of the reccrd. Fuch submit*_ls together with 
supporting documentation and workpapers will be 
available for public inspection as they are received. 

(b) All matters submitted for the record, including answers 
to i nterrogator i es ai.d responses to information requests, 
must be identified as to sponsoring party, numbered con- 
secutively and identified with the name of a person by 
vhom r,r under whose supervision the submittal was pre- 
pared. 
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<c) The source of all data must be cleariy and speci- 
fically noted. Supporting docunents which are not 
readily available and working papers must be presente, 
with the submittals to which they apply. Stati.tica. 

studies will te submitted and supported in the for ^ 

preseribed in Section 1.363 of the Commission s Ru • 

•• Orieinal and fiv* copies of all matters submitted for 

the record as well as of supporting documentation and 
unrkoaDers must be filed with the Commission. Part 
”rcur P Ruu" eovcrns as to the owtbet o£ copies for other 
submi ssions, such as briefs, pleadtngs a n ' J P™P°= e 
findings. Matters submitted for the record shall be 
served on all interested persons filing a not ^ e ° 
intent to participate ("participants ) and upon the 
presiding Administrative Law Judge. 

(e) Interrogatories and requests for information must be 

filed with the Commission and served on the participants 
to this proceeding. Objections to interrogatones an. 
information requests should be resolved if P°s^ bla « by 
immediate informal conferences between the person, 

. volved and the Trial Staff. If such person, are unable 
to resolve their differences, the Administrative Law 
Judge should be notified, and on notification s.iould 
convene an immediate oral conference of the persons 
involved. After oral presentations by such persons 
and the Trial Staff the Judge shall forthwith issue 
a ruling. Appeals from such rulings shal. be governed 
by A7 CFR Section 1.301 except that the Judge shall 
set an expedited procedure. 

(f) After the råturn of interrogatones as provided 

herein. oral evidentiary-type proceedmgs shall oe 
conducted as may be necessary to clicit on the record 
such relevant, material and competent information as 
required for resolution of the issues herein. 

35 . IT IS FURTHER OFDERED, That the following schedule will 
be adhered to: 

(a) Within 10 days of the release of this 0r ^ er . . 

shall identify and file those portions of its material 
filed in support of the subjcct tariff revisions which 
relate to the cost of equity and rate of return issues. 

(b) Any participant may file interrogatorics and 
quests for information within 20 days after the 

ot the above material by AT&T. Answers to such intcrro t ,a 
tories and requests shall be filed within 20 days of 
the f iling thereof. 
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- ss 

. ;r:s.s •;s"™:sr , r..; »;u: r;u 

thereafter. 

■ 5T8 

oral procecdings, and replxes shall be iiit 
days thereaf ter. 

(e) Ve intend to issue a decision in this "*tter wlthin 
nine months of the release of this Order. 

36 TT IS FURTHER ORDERED, That the 
AKE CKANTED io the cxtent indicatcd above and cthervtse ARE DEN1ED. 

FEDERAL COMMUNICATIONS C0MMISS10N 1 


Vincent J. Mullins 
Secretary 


*See attached gtatements of Comtnissioners Lee, 
Reid and Hooks. 
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APPENDIX A 


Petltions to suspend and investlgate the revisions of Tariff T.C.C. Nos. 

259, 260, and 263 vere filed by: , 

The People of the State of California and the Public Utilities Cora- 
mission of the State of California, on January 31, 1975; 

The Commonwealth of Pennsylvania, on January 28, 1975; 

The City of Chicago, on January 24, 1975; 

The National Small Business Association, on January 28, 1975; 

The Executive Agencies of the United States, on January 27, 1975; 

Data Transmission Company, on January 28, 1975; 

National Data Corporation, on January 28, 1975; 

Mutual Broadcasting Systems, Inc., on January 28, 1975; 

The Common Carrier Bureau's Separated Trial Staff in Docket No. 19129, 
on January 28, 1975 (applicable only to revisions of Tariff F.C.C. 

No. 263 (WATS)) ; 

The Intermountain NetWork, Inc., on January 28, 1975 (applicable only 
to revisions of Tariff F.C.C. No. 260); . . 

The American Broadcasting Companies, Inc., CBS Inc., and National Broad¬ 
casting Company, Inc., on January 28, 1975 (applicable only to revisions 
of. Tariff F.C.C. No. 260 for private line Series 6000 Services); 

The Council on Wage and Price Stability, on January 23, 1975. 


Petltions seeking rejection, cancellation or withdrawal of revisions to 
Tariffs F.C.C. Nos. 259, 260, and 263 or, as alternative relief, suspension 
and investigation were filed by: 

Aerospace Industries Association of America, Inc., on January 28, 1975; 
United Press International, Inc., on January 28, 1975; 

Associated Press, on January 28, 1975; 

Commodity News Services, Inc., on January 28, 1975; 











» «sa* 


■" m -n» 
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Mt t * r ™X.frÆ« ?!cx! r No a, 26 n 0 toTlv”; une S.rLs 5000 
(TELPAK) Services); 

t or 1975 (applicable only to 

^ZmtcTl^UO £ SSS li- Series 5000 (TELPAK) se^lces • 

and filed in Docket No. 18128); 

The American Hewspaper Publishers Association, on danuary 28, 1975. 

Petitions to reject vere filed by: 

The American Hewspaper Publishers Asaociation. on danuary 28, 1975; 

The Ad Hoc Telecommunications ."^“f or r private ? line Services) . 

only to revisions of t.c.c. 

l 

Ålso filed were: 

A "Petition to Extend Hotice Period^ b)r the Inc. 

Companies, **•!«■ on^ te revisions of Tariff f.C.C. 

h". 260 for pk«tc Une Series 6000 service); 

ATAT-s "Opposition" to the above "Petition to Extend Hotice Period". 
on February 10, 1975; 

vrr Tri al Staff Petition to Suspend" by the 
"Additional Comraents on FCC Trial and Nat ional Broad- 

American Broadcasting Companies, Inc.. CBmc.. 
casting Company, Inc., on February 7, 1975. 

AT AT 1 s "Reply" (to the potitions «quMting suspension.ci»»»»^*^^ al 
of^reviéions^f tariff VlT«ol 259, 260, and 263). on Februar, 5, 

1975; 

ATAT 1 s "Reply" filed in DocKet Hos. 19129 and 18128. on F bruary 10, 1975; 

An "Erratum" by Mutual Broadcasting Systems. Inc, on February 4. 1975; 

n . „ T „ riff Filina" by the Ad Hoc Telecommunica- 

An "Erratum to Petition to Reject Tariff Fillng y 

tions Committee, on January 31, 

A ^o^nd hotice 6 PeVw* Fcbrua" 20 , “ 

A "Protest - Incrcasc in Rates for Private Line Services" by Volkswa B en 
of America, Inc., on February 21, 1975. 


47 
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James R. Bllllngsley 
Vice President 


APPENDIX B 
V..' 

American Tc?ep s or« ana 
Telegraph Company 
195 Broadv.a, 

New York. N.Y.1C007 
Phone (212) o93-tCD3 



January 3> 1975 


The Honorable Richard E. Wiley, Chairman 
Federal Communications Commission 
Washington, D. C. 20554 

Dear Chairman Wiley: 

\ The American Telephone and Telegraph Company today is 

submitting to the Commission a tariff filing seeking increase- ^ 
rates fer the Bell System's Interstate Services , vo be wfiecti.c 
March 4, 1975. This will be the first increase in in.ersta^e 
rates in over 2 years and only the second time since 1953 
AT&T has found it necessary to seek a general increase in ir\ er- 
state rates. Indeed, interstate rates today are below thei. 

1953 level. 

Full justification and documentatlon for this rate 
filinr is ineluded in the statements and comprehensive support- 
ing data that are being submitted concurrently to the Commission. 

These rate adjustments — designed to produce a 7-2 
percent net increase in Bell*s interstate reyenues -- are of 
vital imoortance if the Bell System is to maintain its abll^ty 
to furnish high-quality, universally available telecomnunx«^t.ons 
Services that meet the demands of this nation s consuners. i.. 
Droposed rate changes are the consequence of the extraordinary 
inflationary pressures that have been besetting the economy. 

The impact of this inflationary spiral has been an escalation 
in the Bell System*s labor costs and other operating expenses, 
a signiflcant rise in the cost of constructlon needsd to prov.de 
the plant and equipment required for service to the public, and 
a dramatic upsurge in interest rates and the cost of capital. 

We are now witnessing, in notable examples elsewhere 
in the economy, the severe and deleterious effects on utility 
service that come about when the earnings of Utilities are 
inadequatc, their abillty to ralse needed capital is impaired, 
and their financial integrity is Jeopardized. Only by achlc/ln 6 
an earnlngs level attuned to curi^er.t cconomic realities can tne 
Bell System continue to provide this Ilation with the tclc- 
communicatlons service it demands. 


i 
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New labor agreements covei’ing Bell System employeeo, 
ratlfied several months ago as a result of collective bargaining, 
have substantially lncreased Bell's wage costs. In the first year 
of these new agreements, wages and employee benefit costs v/ill 
increase by about 12 percent. Bell's annual wage costs v.ill 
increase by over $3 billion in the third year, about 32 percent 
hlgher than the mid-1974 level. Because only a portion of these 
higher labor costs can be offset by continued improvements in 
productivity, it is evident that prompt rate relief Is essential. 

Without rate relief Bell can achieve no more than an 
8.2 percent return on Interstate operations for 19 15, possibly 
even lower --which is below the minimum level the Commission 
found necessary even under 1972 con‘ditions. 

Current conditions in the financial markets have 
created an urgent need for a level of earnings higher than the 
Commission allowed in 1972, to enable the Bell System to raise 
required caDital. Bell’s construction programs are about 
$10 billion* annually in 1974 and 1975* These construction pro 
grams are closely controlled and represent the minimum level oi 
Capital expenditures required for efficiently meeting uemands 
for service. Increases in the dollar levels of the construction 
program in recent years have not resulted from greater construction 
activity but from the decline in the purchasing power of the dollar. 

The financing of construction expenditures of the 
present magnitude requires attracting about $4 billion per year 

_ 4- ^ f m r* r>l/o +* c o f o TT1P WhPfl fc COStS OX C2.D itSi. 


from the capital market s at a u-Ljiic nusii — —■ — —i - 

have reached levels higher than ever experienced in modern 
economic history. Failure to attract the needed capital v/ouid 
cause deterioration of service, impairment of efficiency and, 
ultimately, higher costs of operation. 

There have been dramatic changes In financial and 
economic conditions since the Commission’s rate-of-return decision 
in November 1972. That decision was reached at the time of the 
National Economic Stabilization program when expectations for 
the annual rate of inflation were about 3 percent. The.rate of 
inflation in 1974 rose to about 12 percent annually, and the 
most optimistic forecasts do not envisage that it will be less 
than 7 percent In the immediate future. Since the last increase 
in Interstate rates 2 years ago, the Consumer Price Index has 
risen over 20 percent. 

These sharp increases in price indices, and v/Idespread 
expectations for continued increases in the general price level, 
have had a dlrect impact on the cost of money, which reacheu 
unprecedented heights in 1974. In lts 1972 decision, the Commiss 
premlsed its ratc-of-return finding on lts expectation that the 
cost of new Bell System debt would go no higher than 7-1/* to 
7_l/2 percent in the immedlately foresecable future, and that 
there would be no significant increase in Bell’s embedded cost 
of debt which was then 6 percent. 


ion 
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Todav the cost of new Capital is sharply higher thar. 

.v. > ? Interest rates climbed in the latter part 

o^lST^to the point where short-term debt co ^ ranged from^l 

to 12 pe ^ e ^ C ent 11 Ind^flVs^embedded 5 cost of debt increased 
s?ead?ly Bell long-term^debt issued in the last .i* „onths 
of 197^ bore interest costs averaging over 9- / percen 

The current cost of equity capital ha3 . f 
sharp increase in debt costs, for investors can be a t ^ 
onlv if they can obtain market returns on equity subst ^ a ^h 
aSo^e rates^vailable on more secure debt ■:issnes. e ; he 

increase in AT&T*s earnings on boox equity to 10 1/2 p , 

^SUSnSrES -fSSni gs leve, .W 

Tn its 1072 d^cision the Commission recognized that, 
ln order trac^newlo^on equity on fair.«r», 
price of ATST stock raust exceed itsunderlying book investment 

p».,*. nripepntlv AT&T common stock is sellan& consiaeraoiy 

Ut Eolk falief and ursently needed common equity cannot be , 

issued on term.s fair to existing investors. 

The issuance of new common equity in the " e |r^ture 

is vital to safeguardir.g the Jlgh quaiity t he"increasingly 

debt, which rating must be ^ai^aine ^ n re turn allowance 

competitive narkets for new Capital. T 5~ coverage of about 

3 e t!mL! e the n minimim r ? S equIred L preserve the quality rating of 
our debt. 

These economlc and financial cireu-rtjne.. 
an Interstate earnings level o . ~ *-y-, p ftpii Svst°m 

^.ToSj^fSSir^rU^S ^"pÆHlUe^ate éa^Ags 

within that range. 

vrhlle the effect of rampant inflation has made a 
whiie , . t-y,-; t- t* ime we are submittxng 

SX 6 , service thafSll^ra!r.!mlcc^he iråpairo^co^nunications 

lnterstuut ot _. i.i 11 npr*mi t rnnnv custoiuers t<o 

users. This new pricing approac.. ^ Iaclocd > the prices of about 
make calls at less cost tha b r * * r than at the present tine. 

dauing t ^«s custoraers wil^bavo^urtbcr 

^Inrinnoea^SnnnHfhe^cw^^ilcd 1 rate scbedulc promote more 





efficient use of the telephone network, facilltate improvements 
ln productlvlty, and produce substantial cdst savings, v/hich 
beneflt the customer by keeping rates iower than they otherwise 
would be. • 

The new long-distance schedule is designed to pr»oduce 
a 7.2 percent net increase in the revenue level for Interstate 
Message Telecomnunications Service (HTS). The ir.novations in 
the schedule, wnich will permit substantial savings to customers 
on many calls, involve establishing (1) a or.e-minute-initial 
period for all customer dialed station calls in all time periods, 
(2) a 35 percent discount for all customer dialed station calls 
in the evening rate period and (3) 2 60 percent discount for all 
customer dialed station calls in the night and weekend rate 
periods. Proportionately larger increases in long-distance rates 
have been placed on those Services where the costs are relatively 
greater, namely, on person-to-person calls, operator handled 
station calls, and calls of short mileages. 

\ The new one-rr.ir.ute rate schedule will permit customers 

to realize substantial savings for calls of short duration. About 
one-third of all dial station messages are two minutes or less, 
and with the new rate schedule customers will generally pay less 
for those calls than they do presently. Further, with thp 60 
percent discount on all customer dialed station calls during the 
weekend and night periods, the charges for most of those calls 
will be Iower than at the present. 

The following table compares the charges under the new. 
rate schedule for coast-to-coast station calls dialed directly 
by the customer with those in effect in 1953 and at the present 
time: 


1953 

Present 

New 

(3 min. IP) 

(3 min. I?7 

(3 min.) (1 min. IP) 


Day 

$2.50 

$1.45 

$1.46 

$ .60 


Evening 

2.00 

.85 

.94 

.39 

% 

Night 

2.00 

.75 

.58 

.24 


Weekend 

2.00 

.70 

.58 

.24 



"IP" means initial period rate. 


• Even with the increases nov/ being filed, the level of 

rates for customer dialed station calls will be lov/er than they 
were over 20 years ago. Additional examples of. the new rates 
for dial station and operator assistance calls for various 
distances are set forth in the tables attached to this letter. 


We are also filing rate increases for the other principal 
categories of Interstate service, Wide Area Telecommunications 
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Service (VATS) and the private line Services, in order to achie/- 
the same proportionate increase in the revenue levels fcr those 
Services as that derived from MTS . The V/ATS rate changes are 
designed to maintain approximately the same rate relaciorlshxps 
that nov/ exist between VATS and MTS. In view of the pendency of 
several Commission proceedings relating to the rate structur_ o 
the private line Services, ve are not nov/ filir.g struc-.ural re- 
visions within those Services. Rather, for purposes of this 
overall rate increase filing, ve are generally applying ^he same 
nercentage increase to the various rate elements in the priva-- 
"line Services. However, following completion of further stuaies 
in this area, including review of competitive conditxons^wiuh 
respect to those Services, future revisions in the private line 
rate structure may well be appropriate in a subsequeno xiling. 


The filed rate changes are designed to produce in 
creased revenues from Sell's Interstate Services of about^$71f 
million per year and, together with associated cost savin & s , 
to improve net earnings after taxes by about $4_,3 million per 
ypar at the 197? level of business. 


These rate changes are of critical and immediate 
importance because of the extraordinary financial and econom_c 
conditions currently affecting Bell's cost of operations ano 
cost of capital. 

Very truly yours, .. • • 



Attachments 


CC: The Honorable Robert E. Lee, Commissioner 

The Honorable Charlotte T. Reid, Commissioner 

The Honorable Benjamin L. Hooks, Commissioner 

The Honorable James H. Quello, Commissioner 

The Honorable Glen 0. Robinson, Commissioner 

The Honorable Abbott M. VJashburn, Commissioner 

Mr. V/alter R. Hinchman, Chief, Common Carrier Bureau 










iriåon of Charles Ifcvlcr Sel ^dule T Interstate MT3 Bates 
~ nial Staticn-to-S\atlc.n 


Aahlngtoo, D.C. to 


laltlaore 

tvlladelphia 

,'ev York 

:i ev* land 

Detroit 

Itlanta 

Chicago 

St. Loula 

lolla a 

Denver 

Los Angeles 


$ .35 
.60 
.60 
l.oo 
1.10 
1.35 
l.uo 

1.50 
l.S« 
2.05 

2.50 


rar kst 

3 Min. 


Min. 1 Min. 


$ .69 $.33 

1.05 •'♦5 

1.11 .1*7 

1.17 .1*9 

1.20 .50. 

1.23 .51' 

1.23 .51 

1.27 .53 

1.33 .55 

1.39 -57 

1.1*6 .60 


IAY HATES 

1953 MOV-SAT 1*;30-6p 
PH23ET? and HEW MCX-FRI 6A-5P 


EYENIWG 


1953 

3 Min. 

PRESENT 

3 Min. 

NTV 

3 Ml r., l" Min. 

* $ -35 

$.32 

$.44 

$.21 

.45 

.50 

.68 

.29 

.60 

.55 

.72 

.30 

.75 

.55 

.76 

.31 

.85 

.60 

.78 

.32 

1.05 

.60 

.79 

.33 

1.10 

.60 

.79 

.33 

1.20 

.65 

.62 

.34 

1.50 

.70 

.66 

.35 

1.65 

.75 

.90 

.37 

2.00 

.05 

.94 

.39 


EVENING HATES 

1953 KON-SAT 6P-1»:30A 
PRESENT and NEW SUN-7RX 5P-UP 


jnciri f. vrano 


JL^-2 

J All». 

PRESENT* 

I7 r dT 

txv" 

3 Hin. 1 Hliw 

$ .35 

$.26 

$.27 

5.13 

.45 

.46 

.42 

.18 

.60 

.48 

.44 

.18 

.75 

.50 

.46 

.19 

.65 

.50 

.48 

.20 

1.05 

• 50 

.49 

.20 

1.10 

.50 

.49 

.20 

1.20 

.50 

.50 

.21 

1.50 

.65 

.53 

.22 

1.65 

.65 

.55 

.22 

2.00 

.70 

.56 

.24 


RTCHT l> WETONE HATES 

1953 SUNDA Y ALL HOURS 
PRESENT and l.TW UP OA ALL 2AYS* 
SAT 6A-11P 
SUR 6A-5P 


* Right rates preoently appllcable HP-flA all days, 
vith a or,e-cl te .itlal perlod. Charge for a 
three mlnute t .'.age ls ger.erally the aarae ni Weekend. 


N> 

Ul 



C omparlson of Charges Under Schedule I Interstate MTS Rates 
Operator Station and Perlon flessanes 

* 

* 

DAY 3 M.inutc Initial Period • 


Operator 

Station-to-St 


YJashington, D.C. to 

1953 

Present 

Baltimore 

.35 

.50 

Philadelphia 

.60 

.85 

New York 

.80 

• S5 

Cleveland 

1.0C 

1.15 

Detroit 

1.10 

1.25 

Atlanta • 

1.35 

1.35 

Chicago 

1.40 

1.35 

St. Louis 

1.50 

1.45 

Dallas 

1.90 

1.55 

Denver 

2.05 

1,70 

Los Angeles 

2.50 

1.05' 


Operator 

Person-to-Person 


New 

1953 

Present 

New 

.95 • 

.50 

.85 

1.4C 

1.45 

.85 

1.30 

2.0C 

1.55 

1.10 

1.50 

2.2( 

1.65 

1.40 

1.75 

2.4< 

1.70 

1.55 

1.90 

2.5 

1.75 

• 1.90 

2.15 

2.6 

1.75 

1.95 

2.15 . 

2.6 

1.80 

2.10 

2.40 

2.8 

1.85 

2.65 • 

2.65 

2.9 

. 1.90 

2.85 

3.10 

3.1 

1.95 

3.50 

3,55 

3.5 
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DISSENTING AND CONCURR ING STATEMENT 

-- QF 

COMM ISS IONER RO BERT E. LEE 


I am concurring to the extent that the Commission dec.ded 
today to allow the American Telephone end Telegraph Company (ATt/T) 
m m. urlffs increasing its annua, revenues of Interstate °P-at.ons 
by $365,000, 000 betore taxes. I am dissenting 
this tigure could have been incrcased by another $35, 000, 000. 

' The difference is approximately 10 per cent which could he 
argued as not that substantial; but 1 feel that an important princ.ple 
is -nvolved which 1 will try «o explain. The Comm.s.mn ,« > 

an overall rate of return of 8. 5-9. 0 per cent on AT&T s Interstate 
operations. The majority of the Commission, at that time, un ers o 
that this would permit ATfcT a rate of return rang, ’ ' lly 

W e are now advised by «he s.aff that of£«rn. 

bound the Commission to hold Alte toan 8. p 

This rate of return has now been increased to 8. 7 per cen ecaus 
the changed economic conditions that have occurred smee 19« -- t-c., 

ATEiTh current Capital strueture and its increased cost of .mbed 
debt However, for reasons 1 cannot fathom, such returns cannot be 
increased any higher than 8.7 per cent. 

I am principally concerned because I believe that ,.,e Commis¬ 
sion as a collcgiate body should have wide di scretion to r-icet a 
emergency matters with respect to telecommunications wh.ch inelude 
the present and future state of ournation-s economy. At P°‘ nt - 

I wish to point out that over the many years that I have served a sa 
Commiss ioner, our regulation of ATfiT has been excmplaiy ATbT 
has developed.under FCC angis, as one of the worlds fines, 
and international telecommunications systems. am a so 
under Fcderal Government regulation this is somcwhat un.que 
need only look at the financial difficulties besett.ng our hat.on s 
lines, railroads and electric Utilities, as evidencc of this fact. 

I would dread the day I liad to sit in a Commission mecting 
discussing remedial legislation involving financial emergency rel.cf 
connected with AT8.T's economic viability such as governmen 
Bubsidy or even government ownership. 
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CONCURRING STATEMENT 

OF 

COMMISSIONER CHARLOTTE T. REID 

t 

I concur with the result of today's decision which. under current 
circumstances. allov/s AT&T to increase its rate of return to 8.74 
percent and file tariffs increasing its annual revenues from Interstate 
operations by $365 million belore taxes. However, in view of the declxne 
in AT&T's earnings over the last quarter of 1974 and recognizing the 
massive economic readjustment that has occurred since we prescribed 
AT&T's rate of return at 8. 5 percent in 1972, I would have preferred to 
allow AT&T to increase its rate of return to a rate closer to 9. 0 percent. 

I note that the 9. 0 percent figure is the upper limit of a "range of reason- 
ableness" for AT&T's earnings which we sanctioned in our 1972 Decision. 

In fact, we specifically point out in that Decision that we would consider 
earnings within this range to be reasonable without regulatory action on 
our part. 1 J 

Therefore, I would have supporled a rate of return closer to 9. 0 
percent, allowing AT&T to file tariffs increasing its annual revenue from . 
interstate operation in excess of the $365 million, before taxes, that the 
Commission approves of today. 

Y7 Sec our Decision and Order in Dockct No. 19129, 30 FCC 2nd 213 (1972), 
reconsidcration den i ed, 42 FCC 2nd 293 (1973). 
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STA TE MENT OF COMMISSIONEK BENJAMIN L. HOOKL 
DISSENTING IN PART; CONCURRING IN PART 

RE: American Telephone and T-clegraph Co. 


The legal mechanics of the result herein reached are confusing. From 
my perspective, they are also improper and it is to that aspect that my 
dissent is primarily directed. 

The majority contends that our action in Docket 19129. 38 F. C. C. 2nd 
213 (1972), formally "prescribed" a rate of return in the range of 8. 5 ,o 
for Interstate operations. That rate of return having been "prescribed. " 
it is further asserted that the instant tariff proposal is impermissible in 
that the rate of return therein specified exceeds that "prescription. " 

Even assuming that we did "prescribe" something in Docket 19129 U it 
is unlikely that it was the 8. 5% rate of return which would seem to be 
speculative goal predicated on such fluid contingencies as accuracy of 
traffic predictions, cost of Capital, etc. A rate of return, therefore, 
does not seem readily amendable to finite "prescription. " Instead the 
"prescription" (il any) would have been the "charges" underlying the 
subject rate of return; and, in this respect, my notion is confirmed by 
the clear language of our statutory "prescription" authority which states 
that "the Commission is authorized and empowered to determine and 
prescribe what will be the just and reasonable charge or the maximum 
or minimum or maximum and minimum charge or_charges to be there- 
after observed . . . 47 U.S. C. 6205 (a) (Emphasis added). 2/ 

Secondly, and again arguendo, evcn if we did "prescribe" something in 
Docket 19129, it is not clear that a proceeding other than that ordained 
in 8204 is the appropriate way of modifying that "prescription. '• It has 
always been my comprehension that, ur.der our statutory scheme, new 

Y] This assumption is tenuous at best because a throughgoing review of 
our Order supra, therein yields absolutely no indication of a formal 
"prescriptioni 1 But see, 42 FCC 2d 293 at 300 (where the term is used 
for the first time). 

2/ Other language in 6205(a) authorizes prescription of a fair and reason¬ 
able "classification, regulat ion or practicc" of a carrier. But, no 
liberal interpretation of those three terms of art can be equated to a 
"rate of return". Also, wc have told the court that our action in Phase I 
of Docket 19129 "was not prcscribing rates within the meaning of 620 5." 
Nader v. FCC, FCC Br., p. 54. (D. C. Cir. Nos. 73-1045, 73-2051). 
Finally, if there has been a "prescription", I believe it could not be 
modified "without full opportunity for hearing". 47 U.S.C. 6205, which 
hearing is providcd for in §204. 


I 
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rat== o, char-es are ordinarily initiated by a carrier tariff Kling and 
,ha, ; U ° a„tho"rity. thcreafter, is as ennnciatcd in 52 04 ^e 
Associated Press v. FCC, 448 F. 2d 139=> (D. C. Cir. 1971). The re 
is no regulator/authority grantcd to the Commiss.ion by v.rtue of its 
nower to reeulate the communications and broadcasting in us ry w i 
ncrmits it lo circumvent the statutory plan of carrier initiated rate* 
c P ha r n7es.a limited suspension period. rat 

7! y a a C h c"cf W FM 864. Cir. 1973). Thus, I vLe the “ 
process as cyclical and carrier initiated changes from a B205 "prescnption 
lead right back to 8204. 

However, if the majority's interpretation is correct. then the dis P os ^ tion ' 
bascd on current conditions. which flows therefrom is appropriate and 
serves the public interest. To that disposition then, and notwrthstandmg 
my reservation as to the mechanics, I concur. 


t 
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W. E. Alb«r1 

Administrator Rates and Tariffs 



ARJ long Lines 

32 Avenue of the Amerlces 
New York. N Y. 10013 
Phcne (212) 393-7277 


January 3, 1975 


Transmittal No. 12241 
Secretary 

Federal Communications Coinmission 
Washington, D. C. 20554 

Attention: Common Carrier Bureau 

The accompanying tariff material is sent to you for ™ 

compliance with the requirements of the Communications Act of 193 , 
as amended, issued by the American Telephone and TelegTaph Company, 
Long Lines Department, and bearing Tariff F.C.C. Nos. 259, » 

263 effective March 4, 1975, except as othervise indicated therein. 
This material consists of revised tariff pages as indicated on the 
following check sheets: 


Tariff 
F.C.C. No. 

259 

260 


263 


Check Sheet 
Revision No. 

128th Page 1 

1464th Page 1 
679th Page 1.1 
112th Page 1.2 

711th Page 1 


This filing provides for tariff changes that will result in generally 
increased rate levels applicablc to: (1) Long Distance 
Telecommunications Service fMTS) , fumished within the United States 
(except Hawaii and Alaska) and between the United States (except 
Hawaii and Alaska) and Canada and Mexico; (2) Wide Area Telecommu- 
nications Service (WATS); and (3) Private Line Service. 
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Federal Communications Commission - i - 

The substantive reasons for this filing are reviewed in the letter, 
dated January 3, 1975, from Mr. J. R. Billingsley of AT 5 T to the 
Chairman of the Commission. A copy of this letter is attached to 
this transmittal. These rate adjustments constitute about a 7.2 
percent net increase in Bell's interstate revenues. Based on estimates 
of operations for the 12 months ending December 31, 1975, the rate 
changes are estimated to produce additional revenues (after uncollect- 
ibles and settlements) of $717 million on a 1975 basis annualized. 

The net effeet of the rate changes is estimated to be an improvement 
in net eamings after federal income taxes in the amount of $433 
million per year at the 1975 level of business. 

A summary of the rate changes is attached. Pursuant to Section 61.38(d) 
of the Commission's Rules, there are submitted with this filing doeuments 
containing data in justification of the rate changes. Bell Statements 1 
through 5 pertain to the Bell System's Capital requirements, interstate 
rate of retum, and interstate operating results. Bell Scatement 6 
reviews the rate adjustments and the basis of ratemaking employed. In 
addition, there are submitted 29 volumes of material containing traffic, 
revenue, cost, and other data, with the supporting workpapers, applicable 
to this tariff filing. The Bell statements and other data are enuraerated 
in an attached list. 

The domestic MTS, WATS and Private Line Service revisions are being 
filed to become effective March 4, 1975. The revisions in MTS rates 
for U. S. - Canada and U. S. - Mexico are being filed to become effective 
March 29, 1975 in order to provide sufficient time for the Canadian and 
Mexican correspondents to arrange for implementation of the new rate 
schedules in their countries. 

Notification to customers of the changed MTS tariff material contained 
in this filing is being made through advertisements scheduled to appear 
during the next several days in all general circulation daily newspapers 
throughout the country with over 7,500 in circulation. The text of the 
advertisement is attached. In addition, news releases have been dis- 
tributed to the press associations and to major radio and television 
networks. This form of notification was selectcd with the expectation 
that virtually the entire population would be covered. Notification to 
WATS and Private Line customers is being made through a letter to each 
affected customer. 


* 
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Federal Communications Commission " 3 

Acknowledgment and date of receipt of this filing are requested. A 
duplicate letter of transmittal is submitted for this purpose. All 
correspondence and inquiries in connection with this filing should 
be addressed to Mr. W. E. Albert, Administrator Rates and Tariffs, 
American Telephone and Telegraph Company, 32 Avenue of the Americas, 
New York, New York 10013. 


A. £. 

Administrator Rates and Tariffs 


Attachments: 

Duplicate Transmittal Letter 

Letter, dated January 3, 1975, from Mr. J. R. Billingsley to 
the Chairman of the Commission 
Summary of Rate Changes 

List of Bell Statements and Other Materials' 

Tariff Pages 

Illustrative Advertisement 
Illustrtwive Letter to WATS Customers 
Illustrative Letter to Private Line Customers 
Copy of Letter and Tariff Pages sent to: 

Commercial Contractor 
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SUMMARY OF RATE CHANGES 
MPQQflr.v TKLECOMMUNICATIOWS SERVICE 


Tntra United States (E xcept Maska 8. Haaali) schedule I 

!. ' A one-minute initial perlon «111 apply « “11 Dial Station-to- 

Station messages. 


The one-minute initial period «ill result in a reduction in chargea 
for all Dial station-to-station messages during Day, Evening and 
Weekend houra that are 1 minute or less in duration for all mileage 
banda and for messagea that are 2 minutes or leaa for all mileage - 

bands over l48 miles. 


Baaed upon . 3 minute oompariaon, Day Dial station-to-station chargea 
vill be lncreaaed by 11 cents for a message of 1-10 milea and range 
up to an increase of 36 cents for a message of 71-85 miles. A meaaage 
of 86-100 milea vill be inereased by 34 cents and the increase vill 
then taper dovn to 1 cent for messagea of distanc.s over 1910 miles. 

2. Dlscounts during the Evening and Hight & Weekend rate perlods vill 
apply to the total charge for Dial statlon-to--station mea.agea 
and to the additional minute charge for Operator Station-to- 
Station and Person-to-Person messages. 


During the Evening rate period, the discount will be 35 percent, 
generally larger than the present reduction for messages over 
distances up to 244 miles. This discount is somevhat less than 
the present level of reduction for messages over distances of 

more than 244 miles. 

During the Night & Weekend rate period the discount vill be 60 pcrcent 
vhich represents a larger discount over all distances than is applied 
at present for a 3 minute message during these rate periods. 



A. 33 


3. A uniform 24-hour rate for an initial 3-minute period vill apply 
for all Operator Station-to-Station messages. 


ror Operator station-to-Station messageE the initial period Day Rate 
vill be increased by amounts ranging from 15 cents at 1-10 miles to 
60 cents at 86-244 miles; the increase vill be 55 cents at 245-292 
miles, tapering down to a 10 cent increase at 1911-3000 miles. The 
present Evening, Night & Weekend rates vill be increased by amounts 


ranging from 15 cents at 1-10 miles up to 70 cents at 431-925 miles; 
the increase will be 65 cents at 926-1360 miles and vill then taper 
down to 55 cents at 1911-3000 miles. 


ror Person-to-Person messages, the initial period rate for all rate 
periods will be increased by amounts ranging from 20 cents at 1-10 
miles up to 70 cents at 101-292 miles; the increase will be 65 cents 
at 293-354 miles and will then taper down to a 30 cent increase at 
926-1360 miles. The rate will remain the same above 1360 miles. 

4. common additional minute rates will apply for all classes of 
service. 

Dial Station-to-Station Day additional minute rates will be increased 
by amounts ranging from 1 cent at 1-10 miles up to 10 cents at 71-85 
miles. The additional minute rates will be increased 9 cents at 
86-100 miles and the increase will then taper down to 2 cents at 
676-925 miles. The rates will remain the same at 926-1360 miles and 
will be decreased by 1 cent at 1361-1910 miles an l 3 cents at 19U- 

3000 miles. 


* 



-2' 
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Dial station-to-Station Evening additional minute charges vill be 
slightly reduced at 1-10 miles and vill be increased by amounts 
ranging from 1 cent at 11-16 miles up to 9 cents at 86-100 miles; 
the increase vill then taper dovn to 3 cents at 1911-3000 miles. 

Dial station-to-Station Night & Weekend additional minute charges 
vill be increased by amounts ranging up to 2 cents betveen 23 and 
124 miles and vill be reduced by amounts ranging up to 5 cents for 
the remaining mileage bands. 

Operator Station-to-Station and Person-to-Person Day additional minute 
rates vill remain the same from 1-10 miles and at 926-1360 miles. 

They vill be decreased by 1 cent and 3 cents at 1361-1910 and 1911- 
3000 miles, respectively. The additional minute rates vill increase 
by amounts ranging from 1 cent at ll-l 6 miles up to 9 cents at 101-124 
miles, and the increase vill then taper back dovn to 2 cents at 676 - 
925 miles. Operator Evening additional minute rates vill be reduced 
in the range of 1 to 4 cents betveen 1 and 55 miles and slightly less 
than 1 cent at 676-925 miles. The remaining mileage bands rates vill 
be increased in the range of 1 to 5 cents. Operator Night & Weekend 
additional minute rates vill be reduced in all mileage bands in the 
range of 3 9 cents. 

U.S.-Canada - Schedule II 

1. A Dial Station-to-Station rate vill be established for the Day 

and Evening rate periods, in addition to the present Dial Station- 
to-Station Night rate period. A one-minute initial period rate 
vill be established for all time periods vith a $.10 minimum charge 


per message. 
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2. Discounts will be established at 35 percent for the Evening and 
60 percent for the Night rate period, applicable to Dial Station- 
to-Station initial periods and additional minutes for all classes 
of service. 

3. A uniform 24-hour rate for an initial 3-minute period will be 
established for all Operator Station-to-Station and Person-to- 
Person messages. 

4. Common additional minute rates will be established for all 
classes of Services. 

5. The number of mileage rate steps will be reduced from 27 to 23. 

6. The fifteen cent surcharge for collect calls will be eliminated. 

7. A Night discount rate period will be established for additional 
minutes for Operator Station-to-Station and Person-to-Person 
messages. The Night reduced rate period will be extended 
from 6AM to 8AM. 

8. Increases in charges by call class will be as follows : 

Dial Station-to-Station 

(Present 3-minute initial period rate compared to new 3 minute charge) 

Day - $.03 to $.21 from mile 1 through 1050 

Evening - $.03 to $.08 from mile 1 to 8 and 66 through 530 


Operator Station-to-Station 


Day - $.15 to $.40 

$.05 to $.25 
Evening - $.15 to $.55 
$.6o to $.90 


from mile 1 through 750 
from mile 751 through l 880 
from mile 1 through l40 
from mile l4l to end of schedule 


Person-to-Person 

Day - $.40 to $.90 

$.50 to $1.15 


from mile 1 through 345 

from mile 346 to end of schedule 


-4- 
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Evening - $.40 to $.90 

$1.00 to $ 1.70 


from mile 1 through l40 

from mile l4l to end of schedule 


Additional Minute 
Day - $.025 to $.11 

$.005 

$.01 

$.01 to $.03 
$.01 to $.06 
Night - $.02 


from mile 1 through 1880 
from mile 1 through 8 
from mile 19 through 24 
from mile 51 through 80 
from mile 111 through 530 
over mile 2220 


9 . Reductions in chargeB by call class will be as follows : 

Di al Station-to-Station 

(Present 3-minute initial period rate compared to new 3 minute charge) 
Day - $.04 to $.25 from mile 1051 to end of schedule 


Evening - $.01 to $.05 
$.02 to $.36 
No Change 

Night - $.02 to $.18 

No Change 


from mile 9 through 50 

from mile 531 to end of schedule 

from mile 51 to 65 

from mile 1 through 2220 

over mile 2220 


The one-minute initial period will result in reductions in charges for 
all messages of 2 minutes or less, except for thoce occurring in the 
following mileages. 


Day, Evening, Nignt - 
Day - 


mile 1 through 8 

mile 9 through 24 and mile 66 through 80 


Operator Station-to-Station 

Day - No change from mile 1881 to end of schedule 


-5- 
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Addltional Mlnutes 
J)gy — $.04 tO $.05 

Evening - $.02 

$.01 to $.03 
$.01 to $.06 
No Ch >jge 


Night - $.005 to $.06 

$.01 to $.06 
No Change 


from mile l 88 l to end of schedule 

from mile 9 through 13 

from mile 25 through 40 

from mile 631 to end of schedule 

from mile l4-l8; 41-50; 8 l-ll 0 & 531-630 

from mile 1 through 430 

from mile 531 through l 6 l 0 

from mile 431-530 and l 6 ll -2220 


U.S,-Mexico - Schedule III 

1. A Simple Station Rate Class will be established for all hours of 
the day and all days of the week. Simple Station Service vill 
apply to station messages dialed by the customer or station 
messages that eould be dialed by the customer if facilities 
vere available. 

2. A uniform 24-hour rate will be established for the initial 
3-minute period for all Person-to-Person messages. 

3. A common addltional minute rate vill be established for all 
call classes beginning at 245 miles for Day calls and 86 
miles for Evening calls. 

4. The number of mileage rate steps will be reduced from 27 to 21. 

5. The surcharge for collect calls will be eliminated. 

6 . The Evening rate period will be changed from 8 PM to 11FM, and 
the Night rate period will be extended to 8 AM. 

7 . increases in rates by call class will be as follows ; 

Initial 3-Minute Period - Simple Station 

pay - $.0375 to $.15 from mile 1 through 268 


-6- 


Evenlng - 


$.0175 to $.15 from mile 1 through 3l6 
$.05 to $.15 from mile 56 through 3000 


Initial 3-Mlnute Period - Operator Station-to-Station 
pay _ $.05 to $.20 from mile 1 through 3000 

Evening - $.0875 to $.30 from mile 1 through 3000 

Night - $.0875 to $.45 from mile 1 through 3000 


Initial 

I - 


Day - 


3-Minute Period - 

$.15 to $.45 


Evening - $.30 to $.70 


Person-to-Person 

from mile 1 through 3000 
from mile 1 through 3000 
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Addltional Minute - Simple Station 


Da^ - 


$.025 to $.03 
$.02 to $.04 
$.02 


$.01 

Evening - $.015 

$.01 to $.04 


from mile 1 through 55 

from mile 71 through 244 

from mile 293-316; 431-506 & 1361-1910 

from mile 1911 through 3000 

from mile 1 through 10 

from mile 23 through l48 


Addltional 
»1 ~ 


r Evening - 

1 


Minute - Operator 
$.01 to $.03 
$.02 to $.05 
$.01 to $.02 
$.01 to $.03 
$.05 


Station to Statlon 
from mile 1 through 22 
from mile 31 through 220 
from mile 293 to 3l6 and 926 to 3000 
from mile 1 through 22 
from mile 31 to 100 and 149 to 220 
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8 . Reductions in rates by call class are as foUows 


Initial 3-Minute Period - 

Simple Station 

Day - $.05 

from mile 317 to 354 and 393 to 430 

$.10 

from mile 507 to 3000 

No change 

from mile 269-316; 355-392 & 431-506 

Evening - $.05 to $.10 

from mile 926 through 3000 

No change 

from mile 317 through 925 

Night - $.0025 

from mile 1 through 10 

No change 

from mile 11 through 55 

AHri-i-Mnnal Mi nute - Simple Station 

pay - $.01 to $.03 

from mile 317-430; 507-675 & 926-1360 

No change 

from mile 56-70; 245-292 & 676-925 

Evening - $.05 

from mile 355-675 & 1361-3000 

No change 

from mile 11-16; 41-55; 101-148; 221-354 


and 676-1360 

Night - $.05 

from mile 355-675 and 1361-3000 

No change 

from mile 17-22; 149-354 and 676-1360 

AHHitinna.1 Minute - Operator Station or Person 

Day - $.01 to $.03 

from mile 317 through 675 

No change 

from mile 23-30 and 221-292 and 676-925 

Evening - $.05 

from mile 355-676 and 1361-1910 

$.10 

from mile 1911 through 3000 

No change 

from mile 23-30; 101-148; 221-354 & 676 
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WIDE AREA TELKCOMMUNICATIONS SERVICE 

1. Monthly rates for æeasured time service will be increased for 
distances up to 900 miles. Monthly rates for measured time 
service will be decreased for distances beyond 90° miles. 


Initial period (first 10 hours) rates will be increased from $5 to 
$41 at distances up to 900 weighted miles with the higher amounts 
occurring at the shorter distances. Beyond 900 weighted miles, 
rates will be decreased rancing up to $25 at the longest distance. 
Additional hour rates will be chanced to maintain the 75 percent 
rate relationship between the additional hour and the equivalent 
initial period per hour rates. 

2. Monthly rates for Full Business Day Service will be increased 
for distances up to 1600 miles, and monthly rates for Kull 
Business Bay Service will be decreased beyond 1600 miles. 


Initial period (first 240 hours) rates will be increased, ranging 
from $195 at the shortest distance to a maximum increase of $335 
for 401-500 weighted miles and then to a minimum increase of $4 
for l40l-l600 weighted miles. Rates for more than l600 weighted 
miles will be decreased, ranging up to $10 at the longest distance. 
Additional hour rates will be adjusted to maintain the two-thirds 
rate relationship between the additional hour and the equivalent 
initial period per hour rates. 

3 . With the exception of installation, move and conversion charges 
for WATS and extension stations, all other rates and charges in 
Tariff F.C.C. No. 259 (e.g., monthly rates and installation charges 
for connecting arrangements) will be increased 7«$ percent and 
rounded in the same manner as the equipment rates for Private 


Line Service. 
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■W.VCTTC PBIV4 TE l.TtlE SERVICE 


W1 domestic rate elements In Tariff F.C.C. »• 260 vill ta 
inereased 7.8 percent, vith the exception of the ratea for 
, erios 7 »0 Services and for any it- -ere «« 

' become e ffective after Bepte.her 1, 197-. «U, application 

df the 7.3 percent increase, each rate element, vith the 

exception of rates for interexchance channel mileæe, vill 

i five C enis for iteras up to $ 100.00 
be rounded to the nearest five cenus 

and to the nearest dollar for items of **».00 « »»«• 

Hates for Series 5000 ^ 3000 hase capacity vill he rounded 
to the nearest five cents vhile all other interexchanee 


I 

I 

I 




LIST OF BELL STATEMZT.TS AND OTHER MATERIALS 
BEING SUBMITTED WITH JANUAKY 3» 1975 
TARIFF FILING 


(Transmittal No. 1224l) 


BELL STATEMENTS 


(1) 1. Bell System Capital Requirements 

(2) 2. Bell System Interstate Operating Resulta 

( 3 ) 3. Statement of J.J. 0'Leary 

(4) 4. Statement of R.H. Baldvin 

(5) 5. Rate of Retura on Bell System Interstate Operations 

( 6 ) 6 . Description of Interstate Rate Adjustments and Basis 

of Ratemaking Employed 


OTHEk .iATERIALS 


(7) 

( 8 ) 
(9) 

( 10 ) 

( 11 ) 

( 12 ) 

| 

(13) 

(14) 

(15) 


Traffic and Revenue Data Volume 1 - Summary 

(Estimates of the Effects of Rate Changes on Traffic and Revenue 
Traffic and Revenue Data Volume 2 

(Description of Interstate Message Telecommunications Demand Model) 
Traffic and Revenue Data Volume 3 

(Explanation of the Basis for Estimates of the Effects of the 1974 
MTS Rate Change Upon MTS Traffic and Revenue) 

Traffic and Revenue Data Volume 4 

(Explanation of the Basis of the Estimates of the Effects of WATS 
Rate ReviBions on Traffic and Revenue) 

Traffic and Revenue Data Volume 5 

(Explanation of the Basis for Estimates of the Effects of the Rate 
Changes on Traffic and Revenue of Private Line Services) 

Traffic and Revenue Data Volume 6 

(Description of Procedures for Cross-Elasticity Estimates) 

Traffic and Revenue Data Volume 7 

(Workpapers Related to Interstate MTS Model Process Flow Chart 
and Computer Program) 

Traffic and Revenue Data Volume 8 ! 

(LDI Workpapers) 

/ 

Traffic and Revenue Data Volume 9 
(Computations and Related Workpapers for WATS) 
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(16) 

(17) 

(18) 

(19) 

( 20 ) 
( 21 ) 
( 22 ) 

(23) 

(24) 

(25) 

(26) 

(27) 

(28) 

(29) 

(30) 


Traffic and Revenue Data Volume 10 
(Workpapers Source Data and Detailed 
vith the Estimates of the Effects of 
of the Private Line Services) 


Description of Procedures Associated 
the Rate Change on Traffic and Revenue 


Traffic and Revenue Data Volume 11 
(U.S. -Canada and J.S.-Mexico Message 
Change Traffic and Revenue Data) 


Telecommunications Service Rate 


Cost Data Volume 1 
(Results of Cost Studies) 


Cost Data Volume 2 

(incremental Netvork Costs (INC) System) 


Cost Data Volume 3 

(Pri *ate Line Service Studies for the Years 1975» 


1976 and 1977) 


Cost Data Volume 4 

(Cost of Service Study for 12-Month Period Ended August 


31, 1974) 


Cost Data Volume 5 

(1975 INC System Cost Data Workpapers) 
Cost Data Volume 6 

(1976 INC System Cost Data Workpapers) 


Cost Data Volume 7 

(1977 INC System Cost Data Workpapers) 

Cost Data Volume 8 t 

(Incremental Netvork Costs (INC) System Computer Program Listings - 
Steps 5 through 10) 

Cost Data Volume 9 ^ 

(Incremental Netvork Costs (INC) System Computer Program Listings 

Steps 11 through l4) 


Cost Data Volume 10 

(Incremental Network Costs (INC) System Computer 
Step 15) 


Program Listings - 


Cost Data Volume 11 
(incremental Netvork Costs (INC) 
Steps l6, 17 & 20) 


System Computer Program Listings 


Cost Data Volume 12 
(incremental Netvork Costs (INC) 
Steps l8, 19 & Runstreams) 


System Computer Program Listings - 


Cost Data Volume 13 , . „ . __ 

(Private Line Incremental Annual Costs (PLIAC) Computer Program 


Listings) 
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Coet Data Volume l4 , \ 

(1975 U.**..-Canada and U.S. -Mexico Cost Data Workpapers) 

Cost Data Volume 15 . , \ 

(1976 U.S. -Canada and U.S.-Mexico Cost Data Workpapers) 

CoBt Data Volume l6 » 

(1977 U.S.-Canada and U.S.-Mexico Cost Data Workpapers) 

Workpapers Associated vith Bell Statement ? 

Workpapers Associated vitb Bell Statement 5 • 
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Facad wtth the tame Inflattonary problems as yon. 


We are reguesting changss in 
Interstate Long Distance rates 

Mostcallswiilbehloher. 

• Some calls wtll be cneapec. 

• Bot all customers can save. 


Tbe Asntcu Telephone end Thlefreph Con 
peny hu fllod e new rate ecbadule wtth the Federel 
Cca^MMe» Commieeloo whlch wlll Increeee 
cheigu for moet out-af-flata Lang DUtence celle 
A new. kvwer "^Wim prtce end uniform die 
counte of IS end BO per cent wtD elea ba brtroducod 
lor meny diel-direct celle p lee ed wtthout en 


About 10 par cant of ell tnteretete Lang Dietenca 

wtB oaet cuetoman leee. About 70 par cent 
wtD east more. The new retee. whlch mast ba fuDy 
lastiflod to tba FCC. era Intended ta produca en 
IncrasM In tnteretete revenuet of 7.1 par cant. 

The new raten era flled to bacotne effeettre 
an Merck L1071. 

Hera ore the epedfle provfclooa 
in tha no» rntea: 

l.On diel-dlrect celle (tboee dleled wtthout en 
operator) the Inlttel rate portod eny tbne ol the 
dey or nlght wlll new be one mlnute. rathor 
then thrae minutu. Slnce mora tSen one Ihtrd 
of ell tnteretete Lang Dietenca dlel-dlract celle 
era aow twe minutu ar len. thlf wlD rapre- 
eant e nlgnlflcent uvtng lar meny talaphou 
cuøtomar». 

2. The ouniber of ».!• porloda wtD bo rodueod 
fram toer to thrae. "Wookdey" retu wlll npply 
fram 0 e.m. to S p.m. Moodey through Friday. 
Trening'' retu wlll npply from S p.m. to 11P ■■■ 
Sunde y through F ridey ‘Nlght » WuhantT 
retu wlD npply from 11 p.m. to # e.m. «very 
nlght. eD dey end nlght Seturdny. end eD dey 
end nlght Suadny. ucapt I to 11 p.m. 

3. Tba new retu foetura e uniform 15 par cant 
dlecoanl during tha Tvanlng - tuna parlod cm 
tha firet mlnute end each eddttlooel mlnute 
far «-.n. dleled dlract wtthout en operate» 
Thura wlll bo o uniform *0 par cant dlocount 
during tha “Nlght k Wukend time portod cm 
tha firet rnmuto end each eddttkrnel mlnute 
far celle dleled dlract wtthout en operator. 
(Su rate bas et right.) 

4. Tho Inlttel portod for eO celle pleced wtth cm 
operator wtD ra mein et thrae minutu Ten 
Inlttel portod charge for thou celle wtll bo the 
iimo 24 hourn e dey. eavan deyn e wuh. (Celle 
pleoad wtth en cperntar tneluda panoodo- 
pareoo. cradtt card. coOact. cotn. botel-guut. 
or celle blDad to e thlrd numbar) 

5. AD eddmonel minutu wtD bo chergod et tha 

l-low dlel-dlract rate. end wtll tndude 

tha dlocount eppbcebie to the ttma portod 
whes you ceD. Thte moene tbet tha hlghar 
Inlttel rate for opoietoraeeletod etetloo-to- 
etetkm end paraoo-to-paraoo celle wtll epply 
anty to the ftrat thrae minutu of thou celle 

S. Cheigu fat cortaln Private Lina earvlcu end 
Wldo A raa Ihlacommuntcetloae Service wt0 
be In c rueo rt 

7. Cberge, on moet Lang Dietenca celle to 
Cenede end Mexico wtD be tncreeeed. effec- 
Uve Merck 29.1971 


Daeplte e eteedy Incraau In tba ooM of Uvtng 
over tha poet two daeadee. thte le only the eacaad 
requeet for a general Intarateto rate Incraau by 
AThTIn the leet 21 yaart Durtng thel oerro p artad 
tnteretete Long Dietenca retu heve bau raducad 
nlnotlmu Bvu wtth tha propoud Incjooeee. mang 
Lone Dietenca cella wtll cant lue thee thay dtd m 
19SS ln the urne parlod tba Counmer Prtca Indu 
hu rtsan 91.S par cut. 

Thou rate tncrueu ara tha rauh al tha uer* 
mou tnfleUonery prauurae that era buattfng tha 


Leet Auguet. tha BnD Syotam etgnad u emphryu 
wege eattlurent emounttng to wnD ovar 91 b flh» 
durtng the oaxt thrae yaere The leval ol aemrtrao- 
tton expandlturae thnt prorldu tha ptanjaad 
eqotpmut raqulrad for good qunhty eerrtrn In 
the coneumer hu nlu rtnu ilgnlflrnntly. reerhtng 
gto billion tn 1974. And tbera hu beu e dinmattr 
upeurge In the coat of capttnl thnt moet ba attroeted 
tn order to flnence thle conjtructtoa program 

Ahhough tbera wtD be u taeraua te total rave 
nuu. the propoud retu heva hau diitgned u 
telephone cuetomere oa teko odvutego of dte- 
counte by «tiahng thotr own onDn whu Lang Dte- 
tanna circotte ora lau bueu Pr illlftteg onu te 


Unoa dreutte ere lau bug ly ehlftteg eau te 
off-paah hourn. BaD Syetam oparatteg upue u emd 
capttnl oxpandituraa. whlch hava bua eo hu ny 
tnfluaneod by teOnttu. cu ba hold to u nbuiute 
pdnhnum. Tha utringe whlch r a u h w91 banaftt ol 
Ball Syetam cuetoman. 


PflOPOMDumn» 
COAST-TO-COASTIKTBRAT AT* 


DIALdUMAM 
ON» mtium FiATBS 



OPERATOR-AMISTBD 
THREK MINVm MTU 


@Ansr 


Thle in gaducad from eetuel alna, «btch trill ba H s 11 / 30 /7* 
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Tor the infomntion of our WATS customers: 


TVe Ame*"'can Telephone and Telegraph Company has filed with the Federal 
* • . . pnmmi < 5*11011 for renerally higher rates for interstate 

Side^a Telecommunications Service (WATS), to hecomc effective 
w .Tiqr Interstate WATS rates charged by the Independ- 

Maren 4# vi t j • . , aff£>cted TTie revised rates 

SVrt STÆSIS^S »^ adjustment ihat also provides 
proportionate ?ovenu e changes in Interstate (fessage Teleconummtcation 
Service and Private Line Services. 

«e do not lile to raise our rates anysore than you liie to_pay the 
increase, but quite simply, we are trying to cope with the same 
mT.rav.ir.Tn +hit vou are facing — and that problem is inflation. We 
Seedthese rate adjustnents to help offset the intense inflationary 
pressures which are significantly impacting on our labor 
struetion costs and on the cost of the capital we need to maintaon, 
expand and improve the communications Services that we provide 
Revenues realized from these changes will help insure that you con- 
tinue to receive the high quality telecommunications Services that 
you require and that you have every right to expect. 

Basically, the preposed changes involve: 


Measured Time Service 

Monthly rates for access lines for calls up to about 900 
miles will increase $5-$41 while monthly rates for lines 
for calls over about 9G0 miles will have decreases of $2-$25 
Additionax hourly rates will be adjusted accordingly. 


Fnll Business Dev Service. 

Monthly rates for access lines for calls up to about 
1600 miles will increase $4-$335. Over about 1600 mles 
they will decrease S2-$10. Additional hourly rates will 
be adjusted accordingly. 

Bie rate adjustments between shorter and longer mileages will more 
accurately refleet the aetual cost of providing these Services. 

If you would like to review the effect of these rate revisions on 
your present V.ATS service or if you have any questions, your telephone 
company representative will be available, as always, to assist you. 





♦ 
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T,ine c vi s t,omerc *. 

for the information of our Priva.e Line 
The American Telephone and Teiegrapl 

Communications Coxnission for Genewlly Pri vate Line rates charged by 

Services, to become effective Kar ^ Independent Telephone Craftpanies— 

Bell System Telephone be affected. The 

s ■ .ti- 

Serviee (*»,. 

* e ,o not me to boost our rates any «»^^ ££*.Z\ £”» 
tat quite sioply, « ^ are «cessary 

facing—and that prflblem i s inflati ^ ^ essures whic h are signif icantly 
to help offset the intense rnflati j £ t an d on the cost of the Capital 

impacting an our labor and ove the communications Services that we 

we need to maintain, expand and inp ., hfir£ Te6 will help insure that you 

=^iSSsSSTÆs— - - 

Tariff FCC No. ^60. were filed to become effective after 

££S«r“! mÆ not be BOdified by this rate adjunttant. 

0 f these revisions on your present 
u you would libe to «view tte eff,^ ^ Telephone Conpany 

representative 6 wil^be^vailable to aaaist you. 
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F.C.C. TARIFF FILING JANUARY 3, 1975 
Bell Statement 5 


RATE OF RETURN ON BELL SYSTEM INTERSTATE OPERATIONS 

The purpose of this statement is to show the level of 
earnings required on the Bell System's Interstate operations under 
current financial and economic conditions. This statement vill review 
the significant changes that have occurred since the Commission's 
Decision and Order in Phase I of Docket No. 19129, adopted November 22, 
1972, and will demonstrate the need for a substantial increase in the 
level of Bell's rate of return above that found appropriate in^he 1972 
Decision. 

The rate of return alloved by the Commission's Decision in 
1972 is clearly inadequate under current conditions. The impact of 
severe competition for Capital, the dramatic increase in the rate of 
inflation, and, more importantly, expectations of continued inflationary 
levels higher than evident during Phase I of Docket No. 19129 have re- 
sulted in capital costs higher than ever before in modern economic 
history. These conditions have increased Bell's required return well 
above the levels necessary in the 1971-72 period. Further, the «reater 
emphasis on the financial integrity of firms seeking capital, coupled 
vith the pronounced increases in capital requirements for several sectors 
of the economy, makes it essential that earnings levels be compatible 
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with today's conditions. 
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BACKGROUND 

In its 1972 Phase I Decision, the Commission concluded that 
the range of reasonableness for the fair rate of return on 3ell's 
interstate and foreign communications Services was 8-1/2 to 9 percent 
under then-current economic and financial circumstances; and it allowed 
Bell to increase its interstate rates so as to improve its earnings to 
8-1/2 percent, the lower part of the range. The Commission found that 
an 8-1/2 percent return was the minimum then required to enable Bell to 
attract Capital at a reasonable cost and to maintain its credit, to 
assure continued and adequate communications service to the public, and 
to meet future requirements for communications service. 

The Commission determined an 8-1/2 percent minimum rate of 
return on the basis of a Capital structure with 1+5 percent debt and 55 
percent equity. The Commission found that Bell's embedded cost of debt 
at the time was 6 percent and that its minimum cost of total equity capital 
was then 10-1/2 percent. 

The Commission's findings, upon which its rate of return con- 
clusion was premised, reflected its view of financial and economic 
conditions as of the latter part of 1972. The Commission found that 
the current cost of new debt was "an important factor in determining 
for the immediate future both the embedded cost of debt and the current 
cost of common equity," and "the cost to Bell of long-term debt for the 
present, and in the immediately foreseeable future, is and will be in 
the range of 7-1/1* to 7-1/2 percent." (38 FCC 2d at 230-31). As shown 
later in this statement, the current cost of long-term debt has risen 
well above that level. 
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The Commission concluded in 1972 that it did not anticipate 
any significant rise in Bell's embedded cost of debt in the near future. 

It stated that "in the case of Bell, the amount of new debt which Bell 
may be reasonably expected to issue in the immediately foreseeable 
future at rates higher than the aforementioned embedded cost of 6 
percent would not significantly increase Bell's embedded debt cost 
because of the large amount of long-term debt already outstanding and 
the limited amount of refunding required for maturing low cost debt." 

(38 FCC 2d at 230). Bell's embedded cost of debt has in fact continued 
to rise steadily since 1972. 

In its 1972 decision the Commission supported maintenance of 
Bell's current credit rating, and recognized the importance of marketing 
AT&T stook at proceeds above book value and the need for equity earnings 
that would achieve market-to-book levels sufficient to do so. The 
Commission stated that it believed the return it was allowing on equity 
would improve the poor market/book relationship on AT&T common stock 
and enable Bell to issue stock on reasonable terms, thus assuring avail- 
ability of Capital and protection of the quality rating on its debt 
securities. Nevertheless, as we shall show, AT&T’s market/book re¬ 
lationship has fallen even further; ard continued heavy reliance on debt 
has put Bell's quality rating in Jeopardy. Current financial and 
economic conditions are significantly different from those upon which 
the Commission relied in 1972, and require earnings substantially above the 
level the Commission then found appropriate to generate the market/book 
relationship which will permit the issuance of new common equity on fair 

terms. 
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The Commission's 1972 Decision vas reached at the time of the 
national economic stabilization program, vhen many economists felt that 
the inflationary spiral vas abating. The goal of this program vas to 
get the rate of inflation dovn to a level of 2 to 3 percent by the end of 
1972. (Ann. Rep. of Council of Economic Advisers (1973), p.5 1 *). Hovever, 
as is generally knovn, the rate of inflation vas only temporarily moderated 
by that program and has since increased vell beyond the prior highs of 
1969.70. Expectations for future inflation are currently vell above 
1972 levels, and the cost of capital has risen ccmmensurately. 

Attachment A summarizes the significant changes that have 
occurred since November 1972 in a number of critical economic and finan— 
cial factors. The reraainder of this statement vill reviev the many 
changes that require an increase in Bell's interstate earnings level. 
Specifically, this statement vill reviev the continued inflationary 
spiral in recent years, the increase in interest rates and Bell's cost 
of debt since the latter part of 1972, and the impact of these events 
on Bell's ability to maintain the integrity of its investment and to 
attract nev debt and equity capital. We shall shov that the level of total 
book equity returns currently required is 13-1/2 to 1 *4-1/2 percent, and 
that the overall rate of return nov required to attract capital and main¬ 
tain the integrity of existing investment is 10-1/2 to 11 percent. 

This statement’s analysis of the interstate earnings level necessary 
under present economic and financial conditions does not reflect the impact of 
the recently filed Federal antitrust action against the Bell System. It is 
too early to evaluate the extent to vhich the pendency of that case vill 
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affect investors' appraisals of the marxet risks of AT&T, i.e., how much 
this c iroumstance might increase Bell's cost of Capital above that level 
set forth in this stateinent. 

INFLATION 

Attachment B, page 1, indicates the recent trends in inflation 
as measured by the Con:*urner Price Index (CPI), the Wholesale Price Index 
(WPI), and the Gross National Product (GNP) Deflator. All of these 
measures depict a similar pattern for the period indicated. Page 2 
of Attachment B indicates that inflation had been steadily increasing 
since 1965 and at the outset of Phase I of Docket No. 19129 the annual 
increase in the CPI vas 5.5 percent. Except for the 6.1 percent increase 
in 1969, this vas the highest percentage change since 1951. Moreover, 
the trend since 1965 suggested that the 1.1< percent average yearly 
increase of the late 1950's and early 1960's might be extremely 
difficult, if not impossible, to attain again. It vas generally accepted 
in Phase I that this dramatic c v ange in the rate of inflation played 
a significant role in the increases in Bell's cost of capital. 

During the hearings in Phase I, there vas general optimism 
that inflation cculd be significantly reduced; and the return levels 
discussed by Bell's witnesses envisioned a moderation in inflation rates. 
Indeed, such a moderation appeared to be taking place early in 1971; and 
the President's actions under the Economic Stabilization Act of 1970 
served to continue this trend through 1971 and 1972, as the rate of 
change in the CPI fell from the 1^69 high of 6.1 percent to 3.U percent 
in both 1971 and 1972. At the end of 1972, vhen the Commission reached 
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its Phase I decision, the annual rate of increase in the CPI vas 
about 3 percent. 

This reduction in the inflati(bn rate vas induced to a great 

v 

extent through the various phases of price Controls under the Econonic 
Stabilization Act. But vith the remcval of each phase, the true inflationary 
impact of current econonic circunstances re-emerged. This phenomenon 
vas not vell recognized at the tine, hovever. Early forecasts of 
inflation for 1^73 ranged fron an cptimistic 3.0 percent to a pessinistic 

4.5 percent. The actual percentage change in 1973 far exceeded these 
forecasts; it actually increased to a level ranging fron 7.4 percent to 

15.5 percent, depending upon the inflation measure used. 

I' vould appear, then, that the events of 1971 and 1972 were 
misleading in regard to the probable continuing level of inflation. 

Currently, inflation is increasing at a 12 percent annual rate. 

Although it is generally hoped that inflation vill not remain at the 
current levels, there is great uncertainty as to the degree to vhich it 
vill moderate and the period over vhich such noderation may occur. 

Whereas the hearings and decision in Phase I took place at a tine of 
predictions of annual CPI increases of about 3 percent, it nov appears 
that annual price increases of no lover than the 6 percent to 7 
percent range are most 1 ’ r ely for the foreseeable future. Even the 
most optimistic forecasts do not envision an annual increase of less 
than 7 percent in the immediate future. Eince investor return require- 
ments are influenced by inflationary expectations, this change is 
significant and makes the Commission's findings in Phase I totally 
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inadequate for present conditions, and - as will be shown subsequently - 
has increased Bell's eamings requirements substantially. Of course, if 
inflation remains at 12 percent, then investor return requirements will 
undoubtedly shift upvard to an even greater extent tnan discussed in 
this statement. 

COMPLTITIQh FOR CAPITAL Iii THn FlhAJCIAL MARKJJIS 

Concurrently, other events have occurred which have had an 
impact on the cost of capital. In addition to the large and continuing 
requirement for capital investment on the part of private industry and 
government alike, new demands have arisen which, in combination with 
traditional needs, make the competition for capital more severe 
than ever before. 

For one thing, there are the plant expenditures required to 
restore capacity in basic industries such as steel, paper, cement, and 
petroleum. Large increases in capital spending are anticipated in these 
sectors. Demands to clean up the environment have added to those re- 
rements, and it is estimated that pollution control equipment wil^. 
cost several billion dollars over the next few years. Kstimates of the 
needs for new capital for the energy industry alone range upwara of one 
trillion dollars over the next decade. 

Capital investment needed for urban transportation, housing 
and other major programs will require amounts of capital well above 
levels of the past. Higher inflation rates will increase the nominal 
requirements even further. Over the next decade the annual demand for 
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funds for these public and private requirements is forecast to be at 
least tvice the level of actual financings carried out over the last 
several years. 

The competition for these funds in the money markets wili 
influence both supply-demand relationships and the cost of funds. Whether 
the national economy can supply sufficient funds to meet all these 
needs will depend on many factors, including the rate of economic 
grovth and savings rates. In any event, the dernnd for these lunds 
will be ir.tense as the nation strives to achieve its economic goals. 

These conditions in the Capital merkets have important impl:- 
cations for the Bell System. First, such competition for lunds has a 
pronounced impact on the cost of money because the significant increase 
in demand will place continuing upward pressure on the cost of fur.ds, 
inflaticn and other considerations quite aside. Second, it becomes even 
more imperative for Bell to maintain its debt quality and achieve con- 
petitive equity earnings levels if it is to raise the Capital needed to meet 
service requirements in the face of such competition. 


INTEREST RATES AUD THE COST OF DEBT 

Attachment C traces the cost of Bell System long-term debt since 
1960. From 1965 the level of interest rates increased, as did inflation rates. 
Debt costs reached unprecedented levels of 9 to 9-1/2 percent for high-grade 
corporate issues Just prior to the start of Phase I. During most of 1971 
and 1972, interest rates fluctuated somewhat below the 8 percent xevel, a 
decline apparently coinciding with investors' hopes that inflation woulu be 
brought under control. The finding by the Commission in its Phase 1 decision 
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vas that long-term rates would be in the range of 7-1/** to 7-1/? percent in 
the immediately foreseeable future. 

These estimates have subsequently proved to be much too 
optimistic. Events of 1973 and 197*4 have dashed the prior hopes of 
investors for a continuing moderation of inflation, and interest rates 
have risen accordingly. Long-term rates are substantially higher than 
those experienced in early 1973, and the last Bell issues have set all-tj-ire 
historie highs for the Bell System. Some long-term issues in recent months 
have incurred capital costs in excess of 10 percent. Similarly, short-term 
rates are vell above anything vitnessed during Phase I, as shovn on 
Attachment D . The last Bell System intermediate debt sold, the Pacific 
Telephone and Telegraph Company notes issued October 15, 197*4, cost more 
than 9 percent. 

As announced on November 22, 197*4, the $600 million AT&T debt 
issue vas vithdravn in order to gi ve investors time to consider fully the 
impact of the recent antitrust action by the Justice Department. It is 
planned to renegotiate the issue on or about January 20, 1975. 

As to Bell's embedded cost of debt, the Commission found in 
its Phase I decision that the current cost of nevly issued debt vould 
not materially affect the embedded cost. Therefore, the Commission con- 
cluded that the embedded cost vould not increase significantly. Att a c h¬ 
ment D shovs that our embedded cost has continued to increase. In the 
period Just prior to November 1970, the increase in embedded cost vas 
quite rapid, mainly because of the impact of rapidly increasing short 
and long rates. At the end of 1970 our embedded cost vas 5-70 percent, 
up sharply from U.5 1 * percent at the end of 1968. In contrast the rate 
of change vas modest during the hearings in Phase I, and by November 1972 
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the embedded cost of debt stood at 6.09 percent, essentially the 6 percent 
level recommended by Mr. Scanlon and utilized by the Commission. Since 
November 1972 our embedded costs have again been climbing steadily because 
of the tremendous increases in both short- and long-term rates. By November 
197^ Bell's embedded cost vas 6.8 percent, vell above that in November 1972, 
and vivid testimony to the impsct of current rates on our embedded cost. 

With inflationary expectations of 6 jercent or higher, long- 
te?.-m interest rates can be expected to remain at or near current levels. 

Hven if attempts to control inflation are more succesoful than nov 
forecast, the supply-demand considerations mentioned earlier vill likely 
continue to keep rates for long-term borrovings very high. 

Although supply and demand considerations for shorter maturity 
funds may cause short rates to fluctuate more videly than long rates, 
inflation undoubtedly vill also keep those rates high by historie stan¬ 
dards. This must follov if investors are to achieve any real return on 
their investments. 

In Dr. 0'Leary's statement, he estimates that long-term rates 
vill be betveen 8 and 10 percent for the foreseeable future and that 
short-term rates vill range betveen 7 and 12 percent. Attachnent E is 
a matrix depicting Bell's embedded cost of debt as of December 31, 1975 
under the prospective ranges of short-term and long-term interest rates. 

If long-term rates average 8-1/2 percent during 1975 and short-term rates 
come dovn somevhat, as Dr. 0'Leary states, our embedded cost of debt at the 
end of 1975 vill be at or above our current level. Using the average rates 
in the middle of Dr. 0'Leary's ranges, an embedded cost somevhat higher 
than our current level of 6.8 percent vill prevail in the future. Therefore, 
an embedded cost of deot of 7.0 percent is appropriate for use in determin- 
ing Bell's current overall earnings requirement. 
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RECENT FINANCING ACTIVITIES 

Our construction program is presently at a level of about $10 
billion a year and our external financing needs continue at about the $U 
billion level discussed in Phase I. 

During Phase I, Mr. Scanlon stressed the need for equity 
earnings levels which would allow Bell to issue new common equity. Fi¬ 
nancing with common stock was needed to meet our Capital requirements and 
at the same time protect the quality of our debt. Attachment i shows the 
market price and book value of AT&T common stock. Since the Commission s 
Phase I Decision in November 1972, our return on book equity has steadily 
improved and is now about at the level allowed in that Order. In spite of 
this, the market price of AT&T's stock has either been below or so close 
to book value that issuaoce of new common equity has been precluaed. AT&T 
sold at about $U0 a share as recently as September 197^ and is currently in 
the mid $U0s. Book value per share was about $51 at the end of October 
197U. We continue to be unable to seil new common stock on reasonable terms 
because of of this adverse market/book relationship. 

We were able to seil preferred stock in 1973 and had a dividend 
reinvestment plan (in new shares) in operation; still much of our external 
financing had to be in the form of debt. Essentially all of our external 
financing this year has been debt. As a result, our debt ratio and interest 
coverage have continued to deteriorate to the level where our debt quality 
ia endangered. Post-tax interest coverage was 2.77 times in 1972, and 
declined to 2.76 in 1973. Coverage has declined further and was at 2.6U 
at the end of October 197U. Bell's debt ratio at the end of November 197*» 
was 1*9 percent. We expect a debt ratio above that level and slightly lower 
interest coverage by year-end. 
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Primarily as a result of past financial policies vhich pro- 
vided a borrowing reserve for periods of difficulty, ve have had suf- 
ficient borrowing margin to finance our construction program in the 
absence of the availability of new common stock. But our options are 
now being severely strained, and it is impossible to maintain our financial 
integrity without substantially improved earnings. 

Because of the continuing heavy use of debt financing, the 
quality of our debt securities has deteriorated to the point where ve 
cannot rely solely on debt financing without losing our credit rating. 
Further, although our initial offerings of preferred were well received 
and we may from time to time try to market additional preferred stock, 
preferred does not obviate the need for greatly improved equity earnings 
or the issuance of common stock. It is becoming increasingly difficult 
to market preferred stock because of the shortage of funds available for 
such investments at the savings banks and Insurance companies, the usual 
source of such Capital. AT&T’s current fixed charge coverage is below the 
ongoing 2.5 times required by rating agencies to maintain the present 
Double-A rating on AT&T preferred. Even if the markets could accommodate 
us, issuance of significant amounts of preferred, particularly at current 
rates, would not only Jeopardize our preferred rating, but could result 
in downgrading of our deb« as well. 

So, in order to prevent loss of the Triple-A rating on Bell 
debt securities and ensure adequate Capital availability, * must have the 
ability to raise large amounts of new common equity very soon; and we must 
be able to do so on an ongoing basis. As we shall show, substantially 
improved equity earnings are necessary if we are to accomplish that. 
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Attachment G shovs the debt ratios for high grade electrics 
and Bell. The current situation in the electric utility industry demon- 
strates the danger in alloving debt ratios to climb beyond levels that 
will protect high quality dett ratings over the entire range of market 
conditions. The electrics relied heavily on debt during a period of 
low interest costs and pushed their debt ratios to a point vhere they had 
inadequate borrowing reserves. Subsequently, when common stock financing 
was not available and debt financing had to be used extensively in a period 
of high interest rates, debt quality could not be maintained. A steady 
decline in interest coverage has occurred, and the result has been a spate 
of quality downgradings. 

Attachment H summarizes the utility downgradings since 1968. 

As a result of deteriorating financial circumstances, 15 companies were 
downgraded from Triple-A to Double-A; 53 were downgraded from Double-A 
to Single-A; and of the 15 that went from Triple-A to Double-A, five 
were subsequently downgraded to Single-A. At the end of October, only six 
electrics had debt rated Triple-A by both Moody's and Standard & Poor's. 

Attachment I shows Bell's interest coverage pattern compared 
to those of the electrics which have been downgraded. This comparison 
indicates that we are now at the level of interest coverage which got 
the electrics into difficulty. At the end of 1973 both Bell and the 
Triple-A electrics were at the interest coverage level which the down¬ 
graded electrics had at the time of downgrading. 
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Our current debt ratio and interest coverage levels are about 
at the limits ve can undertake vithout incurring general dovngrading. Even 
though only three Bell Companies have been dovngraded to date, unless ve 
shov some improvement, dovngrading of additional issues vill occur. We 
have arrested the sharp decline, but our coverage for over three years has 
been vell belov the 3.0 times level required to maintain our current rating. 
Our discussions vith the rating agencies indicate an avareness that it 
takes a long time to overcome dovngrading, and consequently they are 
reluctant to act hastily. Hovever, vhen circumstances are marginal for 
several years and there is no reasonable indication they vill improve, 
the rating agencies must act to protect prospective debt investors. 

o» 

Many electrics have been trying to reduce their debt ratios, 
primarily by issuing preferred stock and/or common stock vell belov book. 
Their efforts have been insufficient to maintain their financial viability 
because their current earnings levels and high debt costs have resulted in 
interest coverage levels insufficient to sustain the quality ratings for 
their debt. . Even vith higher alloved earnings levels, the electrics must 
continue to reduce their debt ratios if they are to protect current quality 
levels, rauch less restore debt quality to former levels. Current cir¬ 
cumstances in the financial markets, as vell as the levels of the 
electrics' debt ratios and interest coverage, have created significantly 
higher risk to their equity holders than during the period vhen the 
electrics vere earning 12 to lU percent on equity. If the electrics are 
to be successful in restoring some measure of their financial viability, 
they vill require returns vell above vhat they have earned historically. 
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Dividend yields of 15 percent and above on some recent electric company 
common stock issues are clear evidence of this need. 

The Commission, in its Phase I Decision, acknowledged the fact 
that Bell had explored and utilized various modes of financing and that 
we had struck a balance as to an appropriate debt ratio. The current 
| financial situation throughout the utility industry confirms the 

appropriateness of an ongoing debt ratio objective in the area of ^5 
^ percent. We are currently well above that ratio. We must soon be able to 

restore a larger measure of borrowing reserve if we are to avoid loss of 
our financial integrity and be in a position to weather future financing 
difficulties. The importance of high quality ir being proven '.n today’s 
market place; and it is essential, therefore, that we shortly improve our 
interest coverage and debt ratio if we are to maintain high quality debt 
and raise the Capital we need. 

If Bell is to accomplish the equity financing essential to 
protecting its debt quality and to raeeting its construction program 
needs, we must achieve earnings levels that will allow issuance of large 
amounts of new common equity. Attachment J shows the market-to-book ratio 
and return on book equity of AT&T stock since 1969. Although AT&T has 
shovn steady earnings growth over the last two years, we continue to have 
a market price which precludes the issuance of new equity on sound terms. 

1 Greatly improved earnings levels are required, therefore, if AT&T is to 

achieve a market/book relationship that will allow attraction of the required 
substantial amounts of new common stock and maintain the integrity of existing 

investment. 
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This is particularly crucial vith regard to the AT&T varrants. 

These varrants vill expire in May 1975- Important factors in the decision 
to issue varrants in 1970 vere an ongoing need for common equity and the 
belief that the exercise of the varrants vould acconmodate our 1975 equity 
requirements. The exercise price of the varrants is $52, and significant 
market price improvement must take place very soon in order to permit their 
exercise. At the time ve issued our varrants, investors purchased them in 
the expectation that the market price vould be above the exercise price by 
May 1975 and that the varrants vould have some intrinsic value vhen 
exercisable. Complete or nearly complete exercise of the varrants vill 
only occur if AT&T's stock price is vell above $52 by May 1975. In order for 
that to happen, ve must be alloved equity earnings substantially above the 
level currently being earned. 

EQUITY RETURN REQUIREMENTS 

The Commission must ultimately determine an equity earnings 
level on book investment. Hovever, it is essential that alloved earnings 
on book equity satisfy investor return requirements in the market place 
if ve are to attract nev equity capital. Thus, ve shall determine 
the investors' equity market return requirement and then develop the book 
return needed to satisfy this requirement. We shall first examine the 
historie relationship of debt and equity market returns to determine the 
risk premium required for investing in equities and the market return 
required on equities generally. We shall then examine relative price/ 
earnings (P/E) performance to appraise investor evaluation of the relative 
risks of sectors of the equity markets, and the market return required from 
AT&T. The reasonableness of that result vill be tested using the discounted 
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cash flow (DCF) method. On the basis of the minimum market/book relationship 
required to finance new equity without dilution of book value, we shall show 
that the earnings on common book equity needed to attract Capital and 
maintain the integrity of the existing investment are lU to 15 percent. 
Lastly, we shall test the reasonableness of that requirement against book 
earnings of alternative investments. 

The retums that equity investors require in the market place 
from any particular equity investment are a function of several factors; 
the retums available from alternative investment '-pportunities (e.g., 
debt) and the relative risk of the particular equity investment 
under consideration compared to other equities. Security valuation 
methods which attempt o determine the benefits from owning a security, 
including the discounted cash flow (DCF) method, incorporate these 
concepts. The discount rate used in these approaches must take account 
of rates of retum available from alternative investment opportunities and 
relative risks involved. 

Market Retums Required for Equ ities Generally. 

Because equity market investments are more risky than debt 
investments, investors require a higher retum on these more risky in¬ 
vestments. Over most periods of history, such expectations have been 
achieved. Attachment K shows the relationship of debt and equity market 
retums for several past periods and the spreads between them. 

This attachment contains several industrial series which are 
used on additional attachments. The Standard & Poor's U25 is a familiar 
and frequently used aggregate series of industrial firms. It is repre- 
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«e ca „ «„ the reasonableness of lk to 15 pereent by examining book 
equity returns for groups of investments vith vhich ATH must compete. 

At.t.aohment 0 shovs the returns on co»n book equlty for AT&T and «he 
industriel groups outllned earlier. Beturns on eommon book «gult, of U to 
15 pereent are In the range of returns achieved by the bro.d industrial groups 
like the SAP U25 in most years and extremely modest in eontrast to book 
returns of 17 to 21 pereent for the Institutional Holdings group and 19 to 
23 pereent for the Quality Grovth Stocks group. 

Further, this book return vould mean that our grovth in earnings 
per share vould be less than 7 pereent, elearly marginal in light of the 
data for the industrial series on AttaehmenUi. With signifieant quantitie, 
of nev equity requlred, and the implieit dilution therein. ve may need even 
higher grovth to eompete suceessfully vlth fir.s that do not »tl..pa»e -eh 
equity needs and accompanying dilution. 

in its Order in Phase I, the Commission eonsidered the total return 
- on book equity by eombining eommon and preferred. Combining the 1U to 15 

pereent requirement on eommon book equity vith the preferred stoek presenily 
outstanding (five pereent of the eapital strueture) at . eost of 7.8 pereent 
results in an overall book equity return of about 13-1/2 to lt-1/2 pereent, 
vhich is used in determining the overall rate of return requirement. 

OVERALL RATE OF RETURN 

The Commission used a t 5 pereent debt ratio objeetive for 
determining overall rate of return in Phase I. It aeknovledged that Bell's 
financing aetions sinee 1,66 had de^nstrated a ear.ful and responsible effort 
to strike a balane. betveen the risks of too mueh debt and the adverse 
impaets on r.tepa ers and stoekholders of too little debt. 
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A3 outlined earlier, events of the recent past have supported 
the appropriateness of our long-run goal of 1*5 percent debt. Although 
the year-end debt ratio vill be considerably above that level, ve should 
be restoring some borrovinp margin as soon as possible; and the 1*5 percent 
objective should be used to determine our alloved earnings. 

Attachment P combines the 7.0 percent embedded cost of debt 
determined earlier and the 13-1/2 to lU-l/2 percent return on equity, 
shoving an overall rate of return requirement of about 10-1/2 to 11 percent. 

A rate of return in this range is essential if ve are to meet investor 
requirements and consequently be able to issue required new common equity 
and maintain our credit standing. 

Further, earnings of 10-1/2 to 11 percent are barely enough to 
restore our interest coverage to the required range. At our projected year- 
end debt ratio of about 1*9-1/2.percent and an embedded cost of 7.0 percent, 
ve vould have post-tax interest coverage Just slightly above the 3 times 
level required ongoing for a top rating. We have been belov 3 times for 
over three years and must soon shov a reversal of this trend to avoid 
further dovngrading. Even if ve can soon begin reducing our debt ratio, 
as mentioned earlier, prospective interest rate levels vill cause our 
coverage to remain barely in the range of 3 times. 

An overall rate of return of 10-1/2 to 11 percent on Bell's 
Interstate investment is required to give us the opportunity to compete 
successfully for equity capital and maintain the integrity of both the stock- 
holders' and bondholders' investment. This rate of return level is necessary 
if the Bell System is to continue attracting the capital needed to satisfy 
customer demands for service. 
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Changes Since Phase I Decision 
Pocket 19129 

November 1972 Fall 1974 


The Economy 


Rate of Inf.ation (Annual) 

3.4% 

12% 

Expected Rate of Inflation 

2 to 3% 

7 to 10% 

Prime Rate 

5.8% 

10 to 12% 

The Bell System 



Cost of New Long-Term Debt 

7%% 

9Va% 

Embedded Cost of Debt 

6.1% 

6.8% 

Debt Ratio 

47.6% 

49.0% 

Interest Coverage 



Pre-tax 

3.89 

3.73 

Post-Tax 

2.77 

2.64 

Book Value 

$47.08 

$51.31 

Market Price 

$52.75 

$40 to 47 

Market/Book Ratio 

1.1 

0.8 to u.y 

Price/Earnings Ratio 

12 

8 

Construction (Annual) 



Current $ 

$8.3 Biliion 

$10.0 Billion 

1965 $ 

$6.3 Billion 

$6.4 Billion 

External Requirements (Annual) 



Current $ 

$3.9 Billion 

$4.0 Billion 

1965 $ 

$2.9 Billion 

$2.6 Billion 
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DEX 


Trends in Inflation 

1960-1974 









/ 
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Cost of Bell System New Long Term Debt 

1960-1974 



1960 ’61 ’62 ’63 ’64 ’65 ’66 '67 ’68 '69 70 71 72 73 1974 
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BELL SYSTEM LONG-TESM DEB1 ISStfES 


Annual Data 

Total 

Anount Cost of 


Year 

(Mllllons} 

Company 

1960 

$ 817 

4.78% 

1961 

485 

4.62 

1962 

955 

4.44 

1963 

700 

4.35 

1964 

230 

4.54 

1965 

357 

4.62 

1966 

1,270 

5.49 

1967 

1,325 

5.86 


Re cent Issue Data 


Date 

Company 


1- 7-69 

Northwestern 


2-11-69 

Ches. & Pot. 


3-11-69 

New York 


5- 6-69 

Ches. & Pot. - W.Va. 


5-27-69 

So. New England 


6-17-69 

Illinois 


7- 8-69 

Southern 


7-29-69 

Pennsylvanie 


8-20-69 

Pacific Northwest 


9- 9-69 

Southwestem 


9-29-69 

Clnclnnati 


10-22-69 

Mountain States 


11-12-69 

South Central 


12- 2-69 

Pacific 


1- 6-70 

Ohio 


1-27-70 

Indiana 


2-17-70 

Michigan 


3-10-70 

Ches. & Pot. - Va. 


3-31-70 

Pacific 


4-10-70 

American Tel. & Tel. 


5-20-70 

New York 


6-16-70 

New Jersey 


6-30-70 

Southern 


7-13-70 

Diamond State 


7-21-70 

Pennsylvanie 


8-12-70 

Southwestem 


9- 1-70 

New ESigland 


9-23-70 

Pacific Northwest 


10-14-70 

Pacific 


10-27-70 

Mountain States 


11-10-70 

American Tel. & Tel. 


11-23-70 

South Central 


12-14-70 

New York 


1- 5-71 

Northwestern 


1-26-71 

Southwestem 


2- 9-71 

American Tel. & Tel. 


2-16-71 

Wisconsin 


3- 9-71 

Pacific 


3-30-71 

New Jersey 


4-20-71 

Illinois 


5-11-71 

So. New England 


5-25-71 

New Bigland 


6-21-71 

Michigan 


Year 

Total 

Amount 

(Millions\ 

Cost to 
Company 

1968 

$1,160 

6.61% 

1969 

1,315 

8.02 

1970 

4,089 

8.75 

1971 

2,830 

7.57 

1972 

1,950 

7.44 

1973 

2.670 

7.92 

1974 (11 noa. ) 

2,645 

9.14 


Total 


Amount 

Cost to 

(Milllonsl 

Company 

$ 75 

7.02% 

50 

7.06 

150 

7.47 

40 

7.26 

65 

7.72 

150 

7.91 

150 

8.01 

100 

7.97 

75 

7.81 

150 

8.23 

35 

8.35 

100 

8.06 

125 

8.53 

150 

9.20 

100 

8.78 

80 

8.88 

150 

8.62 

75 

8.74 

150 

8.73 

1,569 

8.79 

150 

9.16 

100 

9.43 

150 

9.13 

15 

8.79 

100 

8.61 

150 

8.78 

175 

8.73 

100 

8.64 

175 

8.84 

150 

9.08 

350 

8.78 

150 

8.26 

200 

7.67 

150 

7.93 

200 

6.86 

500 

7.13 

90 

7.23 

200 

7.87 

125 

7.26 

200 

7.68 

110 

8.12 

200 

8.28 

150 

7.87 
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BELL SYSTEM LON G-TERM DEBT ISSUES 


Recent laaue Data Total 




Amount 

Coat to 

Date 

Company 

(Mlllians) 

Company 

7-13-71 

Ne» York 

$ 150 

7.96* 

7-27-71 

Diamond State 

15 

8.28 

8- 3-71 

Indiana 

100 

8.27 

8-17-71 

CInc Innatl 

50 

7.51 

8-24-71 

Southern 

100 

7.67 

9-14-71 

Southweatem 

125 

7.82 

10- 5-71 

Ohio 

100 

7.63 

10-26-71 

Mountaln States 

125 

7.42 

11-15-71 

South Central 

100 

7.51 

12- 8-71 

Ne» York 

200 

7.35 

1- 5-72 

Per ,iayIvan la 

75 

7.27 

1-19/6-15-72 

American Tel. A Tel. 

375 

7.76 

1-25-72 

Chea. & Pot.-Ud. 

50 

7.37 

2-15-72 

Pacific 

175 

7.30 

4-10-72 

Northwestern 

100 

7.53 

5- 2-72 

Southweatem 

175 

7.45 

5-22-72 

Chea. A Pot.-Va. 

50 

7.39 

6-13-72 

Ne* Jersey 

75 

7.51 

7-19-72 

Southern 

150 

7.50 

8- 8-72 

South Central 

100 

7.43 

10-24-72 

Ne» England 

200 

7.46 

11-20-72 

Michigan 

75 

7.13 

11-30-72 

American Tel. A Tel. 

350 

7.22 

2-13-73 

Ches. A Pot.-W. Va. 

50 

7.35 

3-20-73 

Southern 

350 

7.70 

4-24-73 

Pennsylvanla 

125 

7.59 

5-31-73 

Pacific 

200 

7.67 

6-20-73 

Mountaln State» 

250 

7.78 

7-31-73 

South Central 

200 

8.36 

8-21-73 

Ne» York 

300 

8.28 

9-11-73 

Ne» Jersey 

150 

7.91 

10- 2-73 

Southweatem 

300 

7.74 

10-23-73 

Ohio 

200 

8.01 

10-31-73 

Ches. A Pot. 

60 

7.89 

11-13-73 

Ne* England 

170 

8.13 

11-27-73 

Diamond States 

15 

7.86 

12-12-73 

Illinois 

300 

8.06 

1- 9-74 

Wisconsin 

ICO 

8.11 

2-14-74 

Southern 

300 

8.13 

3-13-74 

Southweatem 

200 

8.35 

4- 2-74 

Ches. A Pot.-Va. 

100 

8.72 

4-23-74 

Ne» York 

200 

9.04 

5-16-74 

American Tel. A Tel. 

500 

8.88 

5-29-74 

Ches. A Pot.-Ud. 

100 

9.03 

6-11-74 

Pacific North*eat 

90 

8.85 

6-25-74 

Pacific 

250 

9.59 

7-15-74 

Pennsylvanla 

175 

9.74 

8- 6-74 

Mountaln States 

175 

9.91 

8-27-74 

Northwestern 

150 

10.14 

9-17-74 

South Central 

225 

10.14 

10- 1-74 

Indiana 

00 

10.12 

12-03-74 

So. Ne» England 

80 

9.71 
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Cost of Bell System Debt 

1960 - 1974 

Percent (Quarterly) 



1960 61 ’62 ’63 ’64 ’65 ’66 ’67 68 ’69 ’70 '71 ’72 ’73 ’74 
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Debt Ratios 


Percent 


1964-1974 


55 _ Triple A Electrics 


High Grade Electrics 

/ (Triple A and Double A) 



Year-end (estimated) 
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High Grade Utility Downgradings 


Since Jan. 

1, 1968 

(By either Moodys or 

Standard & Poor s) 

Tnple A to Double A 

Connecticut Lt & Power ' 

So New Enqland Tel 

Philadelphia Elec 

Consumers Power ’ 

Wisconsin Elec Power 

New Enqland Tel & Tel 

Dupuesne Light 

Baltimore Gas & Elec 

Boston Edison ’ 

Commonwealth Edison 

Duke Powei ' 

Pacific Tel & Tel 

Kansas City Power & Lt 

Cleveland Elec lllum 

Ohio Edison 

Double A to Smqle A 

National F uel Gas 

Pennsylvania Power 

Niaqara Mohawk Powei 

Cambridge Elec Lt 

Metiopolitan Edison 

Duke Powei 

Potomac Elec Power 

Georgia Power 

Wisconsin Public Service 

Ca nal Electric 

Bell Canada 

Boston Edison 

Biockton Edison 

Atlantic City Elec 

Indiana & Michigan Elec 

Nat'l Gas Pipeline ot Amei 

Madison Gas & Elec 

San Dieqo Gas & Elec 

Pennsyivania Elec 

Union Elec 

Rochestei Gas & Elec 

Wisconsin Pwi & Lt 

Appalachian Power 

Connecticut Lt & Pwr 

Mononqahela Power 

Hartford Elec Lt 

Elizabethtown Gas 

Western Mass Elec 

Carolma Tel & Tel 

Detioit Edison 

New Enqland Power 

Central Illinois Lt 

Iowa Elec Lt & Power 

Delmarva Pwr & Lt 

New Bedtord Gas & Etl Lt 

Virginia Elec & Pwr 

Ohio Powei 

Lonq Island Ltq 

Florida Power & Lt 

Consumers Pwr.* 


Pennsyivania Power & Lt 
Hawauan Tel 
Carolma Power & Lf 
Iowa Power & LI 
Central Hudson Gas & Elec 
Columbus & So Ohio Elec 
Iowa III. Gas & Elec 


Tolerlo Edison 
F lor id.i Pwr 

NY State Elec & Gas 
So Calil Gas 
Philadelphia Elec ’ 
D.iyton Pwr & Lt 


As ot 10/31/74 

* Downgtaded twice 
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AT&T Market/Book Ratio 
vs. Return on Average Common Equity 

1969-1974 


Return on Average Market/ 

Common Equity Book Ratio 



1969 7 0 71 72 73 1974 * 


* As of 10-31-74 
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Spreads Between Equity Market Returns and 
Newly Issued Bond Yields 
5-Year Moving Averages — 1954-1973 




S&P's 425 


Institutional 




Industrials 


Holdings 




Moody's 


Moody's 



Realized 

Newly Issued 

Realized 

Newly Issued 



Market 

Corporate 

Market 

Corporate 



Returns 

Bond Yields 

Spreads Returns 

Bond Yields 

Spreads 

5 Vears 
(1969-73) 

12.1 

7.3 

4.8 20.2 

7.3 

12.9 

10 Vears 
(1964-73) 

15.5 

6.1 

9.4 19.9 

6.1 

13.8 

20 Years 

18.8 

5.1 

13.7 22.7 

5.1 

17.6 

(1954 73) 



Quality 






Growth Stocks 






Moody's 





Realized 

Newly Issued 





Market 

Corporate 





Returns 

Bond Yields Spreads 



5 

Years 25.4 

7.3 

18.1 



(1969-73) 





10 

Years 24.6 

6.1 

18.5 



(1964 73) 





20 

Years 25.9 

5.1 

20.8 



(1954-73) 
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Percent 


Return on Book Equity 
AT&T vs.Market Aggregates 


1964-1973 


Quality Growth Stocks 




a 

Institutional Holdings 


S & P’s 425 Industrials 


AT&T 


’66 


’68 
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Required Return 


Debt 

45% @ 

7.0% 

= 3.15% 

3.15% 

Equity 

55% @ 

@ 

13.5% 

14.5% 

= 7.43% 

7.98% 




10.58% 

11.13% 


Range 

10.5% 

- 11% 
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•Before The 

FEDERAL COMMUNICATIONS COMMISSION 


In the Matter of * 

AMERICAN TELEPHONE AND TELEGRAPH ) 

COMPANY | 

Charges for Interstate Telephone ) 

Service. j 

AT&T Transmittal No. 12241 ) 


Docket No. 


PROTEST 

Now comes City of Chicago ("City") and hereby f iles its 
Protest against the American Telephone and Telegraph Company 
("AT&T") proposed rate increases identified as Transmittal 
No. 12241. In support of its Protest, City states as followss 

1. City is a municipal corporation of the State of Illinois. 

2. City's residential, coinmercial and industrial telephone 
users utilize AT&T long line Services, the rates of which are pro¬ 
posed to be increased by the aforesaid filing. 

3 ^ City was a Protest Intervenor in AT&T's last rate pro— 
ceeding Docket No. 19129 Phase I and is a Protest Intervenor in 

AT&T Docket No. 19129 Phase II. 

4. On or about January 3, 1975, AT&T filed tariffs by which 
it proposes to increase the rates for long distance telephone 
calls. Said rates are designed to produce additional annual revenue 

in the amount of $717 million or an increase of 


to the Bell System 






7 . 2 % in interstate revcnues. 

5 . The new rates, if not suspended, are to Kecome 

m 

effective on March 4, 1975. 

6 . City ashs that AT&T‘s rate filing be suspended and 
that the FCC institute an investigation to determine the pro- 

priety and reasonableness of said rates as filed. 

WHEREFORE , the City of Chicago prays that the Federal 

Communications Commission suspend the rate filmg of the American 
Telephone and Telegraph Company, identified as Transmittal 
No. 12241, and that the Commission institute an appropriate in¬ 
vestigation proceeding to determine the propriety and reasonablene 

of the said rates as filed. 

Respectfully submitted, 

CITY OF CHICAGO 

WILLIAM R. QUINLAN 

Acting Corporation Counsel . 


By_ 


Bernard Rane, 

Assistant Corporation Counsel 


Room 511, City Hall 
Chicago, Illinois, 60602 
Telephone: Area code 312-744-6913 
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affidavit 

STATE OF ILLINOIS) 

) ss 

COUNTY OF C O O K) 


BERNARD RANE. be ing duly s«orn upon bis oath, deposes 
and says that he is an Assistant Corporation Counsel of.th. 

City of Chicago and is authorized to execute «hl. Affidavit, 
that he has read the foregoing Protest of the City of Chicago 
and is familiar with the contents thereof, and that the matters 
contained therein are txne and correct to his best information, 
knowledge and belief. 


Bernard Rane, 

Assistant Corporation Counsel 


Subscribed and sworn to 
before roe this 22nd day 
of January, 1975 


NOTARY PUBLIC. 
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Before the 

Federal Communications Commission 
Washington, D. C. 


In the Matter of 

American Telephone and Telegraph Company 
1975 Interstate Rate Increase 

Transmittal No. 12241 


t 


Petition of the 

Council on Wage and Price Stabil i ty 
for Suspension and Investigation 


Vaughn C. Williams 
General Counsel 
Council on Wage and 
Price Stabil i ty 


George C. Eads 
Assistant Director for 
Government Operations 
and Research 
Council on Wage and 
Price Stabili ty 


Communications with respect 
to this document should be 
sent to: 

J. Michael Roach 
Assistant General Counsel 
Council on Wage and 
Price Stabil i ty 
New Executive Office Building 
Room 3235 

Washington, D.C. 20506 
(202) 456-2237 


Date: Oanuary 23, 1975 
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Befare The 

Federal Communications Commisslon 
Washington, D. C. 


In the Matter of 

American Telephone and Telegraph Company 
1975 Interstate Rate Increase 

Transmittal No. 12241 


Petition for Suspension and Investigation 


Th<° Council on Wage and Price Stabillty (the "Council") 
hereby petitions the ,-ederal Communications Commisslon (the "Commls- 
sion") for suspension and investigation of the 1975 Interstate Rate 
Increase ("Rate Increase") filed by the American‘Telephone and 
Telegraph Company ("AT&T") on January 3, 1975. 

Introduction 

The rate revisions proposed by the AT&T Rate Increase 
are unusually comprehensive and complex. Their implementation would 
result in generally increased rates applicable to: (1) Long Distance 

1/ This petition is filed pursuant to Section 204 of the Corrmunl- 
cations Act of 1934, 47 U.S.C. 204 and Section 1.773 of the Commis- 
sion's Rules of Practice and Procedure, 47 C.F.R. 1,773. 


i 
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Message Telecommunications Service (MTS), furnlshed within the 
United States (except Hawaii and Alaska) and between the United 
States (except Hawaii and Alaska) and Canada and Mexico; (2) Wide 
Area Telecommunications Service (WATS); and (3) Private Line 

y 

Service. 

For purposes of analysis, the proposed Rate Increase 
can be divided into two basic elements: rate level and rate struc- 
ture. AT&T is seeking a substantial increase (in excess of 7 per- 
cent) in the rate level for interstate service for the purpose of 
generating more than $700 million additional revenue annually. 

In addition, the company is proposing a major overhaul of its rat£ 
structure, designed to make it more cost-based and having the result 
of substantially increasing the rates for some Services whlle de- 
creasing or increasing only slightly, the rates for other Services. 

Members of the professional staff of the Council have 
revlewed the exhibits and other documents fil ed by AT &\ in support 
of its Rate Increase. On the basis of this initial review, the 
Council has reached the following conclusions, which are set forth 
more fully in Section II of this Petition. 

With respect to the proposed rate level, it is the 
Council's view that the information fil ed to date by AT&T does 


2/ AT&T's proposed rate revisions affect the following FCC 
tariffs; Nos. 259, 260, and 263. 
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not adequately Justlfy the 7.2 percent. $700 million Increase. 
Briefly. the bases for the CounctVs concluslons are as follows: 

The operating cost Increases itemlzed by AT&T may «arrant a rate 
increase of some dlmenslon. but clearly do not justlfy a rate 
increase of the magnltude sought by AT&T. Slmllarly, the recently 
tncreased debt cost that AT&T has Incurred might justlfy some 
increase In the rate of return and therefore the rate level. but 
substantially less than the 25 percent Increase In the allowable 

rate of return sought by AT&T. 

With respect to the rate structure question, the 

Council is of the tentative view that a modification of the rate 
structure along the lines proposed by AT&T so as to make the 
structure more nearly cost-based - with the users of e.ch type 
of service more nearly paying all of the costs associated with the 
provlslon of that service - may well be desirable. The proposal 
is so far-reachlng. however. that It requlres the most careful 
scrutiny by the Commission befcre its Implementatlon. Horeover. 
the Council urges the Comisslon to glve careful consideratlon to 
the posslble Inflationary Impact of the proposal - partlcularly 
on small and Intermedlate slzed buslnesses - and to take steps. 
such as a phaslng of any rate revislons approved. which wlll amell 
orate any such Impacts as the Coimlsslon flnds might occur. 

For these reasons. the Council urges the Commission to 
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suspend the proposed rate Increase pending the Cornmission's fur 
ther investigation. 


I. The Council has an interest in assuring that the » 
Commission and other Federal regulatory agencies 
thoroughly analyze the inflationary impacts of 
rates proposed by regulsted common cdrriers, snd 
that the agencies reach decisions which minimize 
or avoid those inflationary impacts. _ 

The Council on Wage and Price Stabil i ty was created by 

the Council on Wage and Price Stabil i ty Act of 1974 (Public Law No. 

93-387) on August 24, 1974. The CounciTs purposes under that Act 

are, generally summarized, to monitor the inflationary impact of 

activities In both the public and private sectors of the economy. 

Section 3(a)(7) of the Act expressly directs the Council to: 

"review and appraise the various programs, 
policies and activities of the departments 
and agencies of the United States for the 
purpose of determining the extent to which 
those programs and activities are contribut- 
ing to inflation." 

Further, Section 5 of the Act requires the Council to report its 
findings and recommendations for the containment of inflation to 

the President and Congress. 

Consequently, the CounciTs interest in the Rate 
Increase proposed by AT&T is to ensure: (1) that any permitted 
Increase in the rate level not exceed the level required both to 
meet the actual costs incurred by the company and to permit the 


I 
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company a just and reasonable rate of return on its Investments 
In Interstate operations; and (2) that the revlsed rate structure 
is not approved prior to a complete analysis by the Commission of, 
its potential inflationary impact. It is the CounciTs goal that 
the Commission reach a decision which will minimize the infla¬ 
tionary pressures of any rate adjustments that may be required and 
which will permit the most efficient use of AT&T's Interstate 
communications facilities. 

II. The information submitted to date by AT&T is 
Inadequate to justify the Rate Increase; 
therefore, the Rate Increase should be sus- 
pended and set for hearing. _ 

As stated in the Introduction, it is the CounciTs 
view that AT&T has not adequately justified its proposed Rate 
Increase and that a suspension and investigation of the increase 
is therefore necessary. The bases for this view are set forth in 

the following paragraphs. 

A. AT&T has thus far not presented evldence 
sufficient to justify the $700 million, 

7.2% increase in the rate level which 
it seeks. __ 

1. The magnitude of the increase requested 
does not appear to be justified by 
increased operating costs. __ 

During both calendar years 1973 and 1974, AT&T earned 

the 8.5% return on its Investment in Interstate operations found 
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by the Commission In 1972 to be just end reasoneble. Accordlng 
to the estlmetes submitted by the company. It wlll come close 
to achievlng that rate of return (8.2$) in calendar year 1975 _ 

without adjustment of the rate level. 

Thus. the Increase in the rate level sought by ATST is 

based only in small part on the increased costs which the company 
expects to experience in 1975. AWs filing does not show that 
the company is confronted with a serious operating "cost-price" 
squeete. The average revenue per message (HTS service) is esti 
mated by AT»T to increase from $2.05 in 1974 to $2.09 in 1975. an 
increase of 44 per message. Based on the material submitted by 
AT&T, our preliminary estimate is that expenses and taxes 
Increase from $1.70 per MT$ message in 1974 to $1.75 in 1975. or 
about 54 per message.^. Revenue increases of less than one per- 
cent would suffice to recover increased operating costs, whereas 
the actual request is for a 7.2 percent increase. Hence. increases 
in operating costs are a minor element in ATST's request. If 
traditional cost “pass-through" criteria were employed. little, 
if any, increase would be necessary. As discussed below. however. 


3/ See 38 F.C.C. 2d 213 (1972). 


<£. «S BES 3ESSP- 

other Services. 
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AT&T's request for an Increase In the rate level is based pri- 
marlly on its position that the prescribed rate of return on its 

investment should be substantially increased. t 

2. AT&T has not presented adequate justi- 
fication for raising its Drescribed 
rate of return (from 8.5%) to 10.5% 
to 11% _____ 

The major portion of AT&T's proposed Rate Increase is 
based not on increased operating costs, but on an alleged need to 
raise the company-s rate of return from the 8.5% prescribed by the 
Cotmission in 1972 to a return in the 10.5% to 11% range. In 
attemp'.ing to justify this 25% increase in return on its investment, 
the company makes a twofold argument. First, it argues that the 
cost of debt (both embedded debt and the current cost of new debt) 
has risen substantially since the Commission's establishment of the 
8.5% rate of return. Second, AT&T argues that it must raise new 
equity Capital in order to continue to seil new debt and that It 
cannot do so unless it can significantly raise its earnlngs so as 
to cause the market price of Its stock to rise above book value. 

In the view of the Council, AT&T has not presented suffi- 
cient facts and argument in support of either of these contentions 
to warrant an increase in its prescribed rate of return of the 
magnitude sought. 

The presently prescribed rate of return Is based on a 
Capital structure with 55 percent equity, an embedded debt cost of 
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6.1 percent and a current cost of long term debt of 7-1/4 to 
7-1/2 percent. .Since 1972 the debt/equlty ratio has changed so 
that 51 percent is equity and the cost of embedded debt has risen 
to 6.8 percent. These changes might persuade the Commission that 
a slight upward adjustment in the rate of return is warranted. 

On the other hand, ATM's contention that its recent 
experience in seiling long-term debt justifies the substantial 
upward adjustment in the prescribed rate of return which it seeks 
is unconvincing. As AT&T notes, in the last six months some Issues 
have sold at rates in excess of 10 percent. In the same period, 
however, AT&T has sold issues at less than 9 percent and its 

?J 

average interest cost has been on the order of 9.5 percent. 

With the recent easing of Capital markets and in light of the 
monetary policy anticipated in the months ahead, we bel i eve that 
the company*s current cost of long-term debt in the immediate future 
is likely to be below that experienced by the company in the recent 
past. 


5/ A $250 million Southwestern Bell issue of fresh 8.2 percent, 
leven-year notes recently sold out "instantly" at a pnce of 100. 
"Retail customers also swiftly bought its $150 million of 9-1/4% 
debentures, pegged at 99.5% to yield 9.3% in 40 years. Wall 
Street Journal, Wednesday, January 8, 1975, p. 28. Within a day 
or two, the price on the seven-year notes had been driven up 
sufficiently to reduce their return to 7.82%, the first time in 
many months that the return to investors on Bell Systems notes 
had fallen below 8 percent." Mali Street Journal , Friday, 
January 10, 1975, p. 18. 
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AT&T's second line of argument is that it must raise 
Its earnings so as to increase the price of its common stock to 
a level that will make it possible to seil new equity on favor- f 
able terms and reduce, or at least maintain, its present debt/equity 
ratio. The company fears that unless equity financing Is accomp¬ 
li shed in the near future its bonds will be downg.raded from their 
present Triple A rating, with the further result that it will incur 
higher interest lates in seiling new issues of its downgraded bonds. 

An important component of this argument is that AT&T's cotrmon stock 

6 / 

is now seiling at prices below book value. To seil additional 
equity at below book value seems "unreasonable" to the company 
since it would dilute the value of present stockholdings. 

In the CounciTs view, these arguments are not con- 
vincing. It is true that AT&T's debt ratio is higher than at any 
time in the recent past and thus the Company's desire to raise 
additional equity is understandable. On the other hand, AT&T 
has historically held its debt ratio to a conservative level and 
there may be considerable leeway for debt financing without serious 
downgrading of bond ratings. There has been no convincing showing 

6/ The company's shares are currently seiling in the $47 range 
while book value, according to AT&T, exceeds $51 per share. 

7/ AT&T is seeking immediate relief in the hope that its shares 
will be seiling above $52 by May 15, 1975 when a serles of out- 
standing warrants expire. Exercise of the warrants at $52 per 
share would provide $1.6 billion in new equity. 
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that it will cost consumers more in the long run if AT&T issues 
common, preferred, and bonds in carefully timed and proportioned 
amounts without reference to the ratio between market and book , 
values. Absent such a demonstration, a conclusion that histori- 

cal values should be preserved is inappropnate. 

For these reasons. the Council submits that to date 
AT&T has not justified the 7.2 percent increase in the rate level 
f 0 ** inurstate Services which it seeks. Accordingly, we urge the 
Conni ssion to submit the foregoing issucs to a detailed investiga 
tion before the tariffs are allowed to be.ome effective. Pendlng 
that investigation the tariffs should be suspended. 


B The adjustments in the rate structure pro¬ 
posed by AT&T may be warranted but require 
investigation before they are permitted to 
becoirj effective. In addition, the Corrnns- 
sion should consider the inflationary impact 
of the cost increases which wouid result 
from the propcsed adjustments and, if neces- 
sary, take steps to mi ti gate those impacts 
throuah a phasing procedure._ - 

ln addltion to seeklng a substantial Increase In the rate 


level, as descrlbed above, AT&T has also proposed a major redesign 
of the rate structure. The revislon in the rate structure. together 
wlth the proposed Increase in rate level. wouid result in a wide 
range of changes in individual service rates. The rate for off-peak 
dialed calls, for example, wouid decrease in many cases, while 
day-time operator assisted calls wouid experience rate Increases 


I 
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of as much as 60 or 70 percent. 

The major elements In the changes being fl 1ed are: 

(a) substantlal (up to 70 percent) increases on opera¬ 
tor assisted day-tlme calls. These would reflect the labor costs 
associated wlth operator assisted calls and elimlnate the cross- 
subsldy now provided by rates on other Services. 

(b) changes in the allocatlon of charges by dlstance. 
Greater Increases would be placed on short-distance calls In an 
effort to eliminate the cross-subsidy that now exists between long 
and short dlstance business. 

(c) introduction of a 1 minute initial period on dlaled 
station-to-station service. This v/ould lead to rate reductions for 
all dlaled calls which can be completed within 2 minutes. This 
should reduce length of conversation and encourage a more effec- 
tlve utnizatlon of plant. The 1 minute Initial period would apply 
to dlaled service for all rate periods - day, evening, nlght, and 
week-end. It does not apply to operator assisted calls. In gen¬ 
eral, the objective of these changes In rate structure is to bring 


8/ The percentage rate increases indicated in the text reflect the 
effects of the proposed revisions in both the rate level and the 
rate structure. Thus the increases in rates resulting from the 
revlsed rate structure alone would be less than Indicated. Because 
of the complexlty of AT&T's rate increase proposal, the Council's 
staff has been unable to Isolate the effects on Individual rates 
which would come about from the revlsed rate structure alone. It 
Is for this reason, and because the rate level and rate structure 
Issues are fundamentally different, that we urge the Commisslon to 
conslder these two aspects cf AT4T's proposal In separate proceed- 
Ings. See Sectlon III, below. 
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the rates for each type of service most closely in line with the 
cost of providing the service. Movement of this sort toward a 
cost-based rate structure is desirable. In addition, the changes 
are estimated by AT&T to lead to cost savings of $192 million per 
year, a further desirable result. Nonetheless, the magnitude of the 
proposal alone is such that it requires the most careful scrutiny 
by the Commission in order to assure that the proposed revisions 
do, in fact, move towards their stated objectives. 

In addition the Council believes that the potential 
Inflationary impact of the proposal on some sections of the economy 
may a so great as to require that the Commission consider a pro¬ 
gram for phasing the changes in rate structure. The largest per- 
ce n‘ increases (up to 70%) will be applied to operator assisted, 
day. calls placed over relatively short distances. These rate 
increases are likely to strike hardest at small and intermediate- 
sized businesses, since it is those firms^which are not large 
enough for WATS or Private Line Services. This will add to the 
cost-pressures already confronted by these enterprises and might 
result in substantial dislocations in various areas of the economy. 


9/ For government and large scale businesses which use WATS and 
Private Line Service the increases will be about 7 percent. Resi 
dential users will generally be able to avoid the substantially 
increased rates on day-time, operator assis-ed calls by making 
use cf the discounts for evening (35%) and mght and week-end 
(60%) dialed calls. 
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Thus, before the revised rate structure Is permitted 
to become effective the Commission should carefully consider its 
potential Inflationary impact throughout the economy. If it Is , 
established that the proposed revisions in the rate structure will 
have an inflationary impact on portions of the economy, the Council 
would urge the Commission to implement the revised structure on a 
phased basis so as to ameliorate those effects and to prevent 
severe dislocations. Such a phasing procedure has been employed 
for similar reasons by other regulatory agencies and would, in the 
Council's view, be an appropriate^exercise of the Commission's 
discretion in the present case. 


II!. Conclusion 

For all of the foregoing reasons, the Council urges the 
Connissi on to conduct a thorough investigation of the 1975 Inter¬ 
state Rate Increase filed by AT&T. Pending that investigation, the 
Rate Increase provisions should be suspended pursuant to Section 
204 of the Coranunications Act. 


10/ For example, in its recently completed Domestlc Passenger Fare 
Tnvestiqation the Civi 1 Aeronautics Board concluded that the exist 
Ing 6 cost-related" airline fare-structure - which ^uses costs as a 
point of departure for value-of-service adjustments - should be 
replaced by a cost-based fare structure In which fares would con- 
form as Josely as possible to costs. Despite that ultimate co 
clusion. the Board determined that an abrupt converslon of the 
fare structure to a cost-basis "might, in the near term, have an 
adverse impact on the transportation system as a whole. *ccora- 
ingly, the Board concluded "that prudent regulation requlres that 
we y take only a first step towards a cost-based fare fcrmula at thls 
time, with further changes to be considered only after a careful 
evaluatlon of the results of the structure established herein. 
C.A.B. Order 74-3-82 at 68-73 (March 18, 1974). 
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Moreover, because of the complexity of the AT&T Rate 
Increase filing and because It ts readlly separable Into two 
dlstinct areas of inqulry, the Council further urges the Commis- 
slon to divide 1ts consideration of the proposal Into at least 
two proceedings, one for rafe level issues, another for considera¬ 
tion of the revlsed rate structure. The two Investlgations can 
proceed simultaneously to decislon. Such a pvocedure has been ^ 
successfully employed by the Conmission In other AT&T rate cases— 
and would assist the Conmission and interested parties In con- 
ductlng the sort of detailed analysis which the proceedlng clearly 

warrants. 

Respectfully submitted, 



■ 

I 

I 

■ 

i 



George C. Eads | 

Assistant Director for 
Government Operations 

and Research | 


Vaughn^C. Williams 
General Counsel 
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38 F.C.C. 2d 313 (1972) 


LLFOr.E THE 

F EI) ER AL CO/RJRICATIONS COMMISSION 
WASHINGTON, D. C. 20554 


In the ha tier cf 

AMERICA.': TELEniOME AND TELECFJ'.PH COMPANY 

Revisions of Tariff FCC No. 259, Revised 
Pages as InJicated on Check Sheet 
Revision No. 128th, Page 1 
WIDE AREA TELEC^MMUNICATIOMS SERVICE 
Revisions of Tariff FCC No. 260, Revised 
Pages as Indicated on Check Sheet 
Revision Nos. 1464th, Page 1, 679th, 

Page 1.1, and I12th, Page 1.2 
PRIVATE LINE SERVICE 

Revisions of Tariff FCC No. 263, Revised 
Pages as Indicated on Check Sheet 
Revision 711th, Page 1 

LONG DISTANCE MESSAGE TELECOMMUNICATIONS 
SERVICE 


AT&T Transinittal No. 12241 


Docket No. 


PETITION OF THE EXECUTIVE AGENCIES 
OF THE UNITED STATES 
FpR SUSPENSION AND INVESTIGATION 
AND FOR AN ACCOUNTING ORDER 


DELLON E. COKER 
Chief, Regulatory Law Office 
Office of The Judge Advocate General 
Department of the Army 
Washington, D. C. 20310 
For 

The Secretary of Defenae 


MAURICE J. STREET 
Assistant General Counsel 
General Services Adminlstration 
I8th 6 F Streets, N.W. 
Washington, D.C. 20404 
For 

The Administrator of General Services 


l 


r 










BEFOFE Ti. 

FEDEKAL COKKUNIC.MIO;:. ( 

Washington, d. c. 20 


a. i' 


In the Matter of 

AKERICAN TELEPHONE AND TELEGRAPH COM.'/. 

Revisions of Tariff FCC No. 259, Revised 
Pages as Indicated on Chcck Sheet 
Revision No. 128th, Page I 
WIDE AREA TEI.ECOMMUNICATIONS SERVICE 
Revisions of Tariff FCC No. 260, Revised 
Pages as Indicated on Check Sheet 
Revision Nos. 1464th, Page I, 679th, 

Page 1.1, and 112th, Page 1.2 
PRIVATE LINE SERVICE 

Revisions of Tariff FCC No. 263, Revised 
Pages as Indicated on Check Sheet 
Revision 711th, Page 1 

LONG DISTANCE MESSAGE TELECOMMUNICATIONS 
SERVICE 


) 

) 

) 

) 

) 

) 

) 

) 

) 

) 

) 

) 

) 

) 

) 

A 


AT&T Transmittal l\o. 12 241 


Docket No. 


PETITION OF THE EXECUTIVE AGENCIES 
OF THE UNITED STATES 
FOR SUSPENSION AND INVEST/GATION 
AND FOR AN ACCOUNTINC- ORDER 


Comes now the Executive Agencies of the United States, through 
duly authorized counsel and pursuant to Section 204 of the 
Communications Act, Title 47, USC Section 204 and Section 1.773 
of the FCC' s Rules and Regulations, f iles this Petition for Suspensior. 
and Investigation of those portions of American Telephone and Telegraph 
Company's Tariffs FCC Nos. 259, 260, 263, filed on January 3, 1975, to 
become effective March 4, 1975, except as otherwise shovm, which 
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establish revised rates for Long Distance Message Telecommunica t ie:•: 
Service, Wide Area Telecommunications Service, and Private Line 
Service and for an order directing the carrier to keep accurate 
account of all amounts received by reason of the involved tariffs, 
should the investigation not be concluded within the suspension period 
and providing for refunds to the Execu .ve Agencies of the United 
States Government and any other injured persons should charges under 
the tariffs be found not justified. As grounds therefor, the 
following is shown; 

I 

That this filing is duly authorized by law. 

II 

That on January 3, 1975, the American Telephone and Telegraph 
Company fiied the tariffs referred to above, to become effective 
on March 4, 1975, or as othervise shown. This filing provides for 
tariff changes that will result in increastd rate levels appllcable to 

(1) Long Distance Message Telecommunications Service (MTS) furnished 
within the United States (except Hawaii and Alaska) and between 

the United States (except Hawaii and Alaska) and Canada and Mexico; 

(2) Wide Area Telecommunications Service (WATS); and (3) Private 
Line Service. The Executive Agencies of the United States have 

a substantial irterest in this filing by virtue of its large procure- 
ment of telecommunications Services and facilities in the United 
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affiliates, nereinafter referred to as the Company or the Bell 
Syr tem. 

III 

That the involved tariff provisions, the letter of transmittal 
and the supporting statements have been reviewed and an analysis 
reveals that such documentation does not support the increased 
rate proposal and that, in fact, such increased rates are improper, 
unjust, and unreasonable. 

IV 

That the rates and charges proposed are unreasonable, unjust 
and unlawful and the Commission should exercise its power to sus- 
pend the proposed tariffs is clear from any one of the following: 

(a) The sheer size of the increase and the voluminous 
materials rubmitte^ by the Company in support thereof. 

(b) The proposal to increase the authorized rate of return 
from 8.5 - 9.0 percent to 10.58 - 11.13 percént, Bell Statement 
5, ..chment P. 

(c) The proposal to increase the equity return from present 
levels, about 10.5, to 13.5 - 14.5 percent. Statement 5, page 17 
apd Attachment P. 

(d) The proposal to use a hypothetical debt ratio of 45 
percent as opposed to the actual.debt ratio of 49 percent as of 
November 1974. Bel’ Statenent 5, page 10, and Attachment P. 

(e) The impact of the treatment of depreciation expense in 
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tWl , p r „ P o Sa l upon Dockct No. 20188, Amcndment of Part 31, «niforr, 
Systen of Account*. to permit depreciable property to be pl««-d 
in groups comprised of units with expected equal Ufe for deprecia- 

tion under .he stra ight-line method. 

(f) The innovative changes in .the price structure for long- 

distance Interstate service. 

(g) The proposal to increase rates on Wide Area Telecommuni- 
cations Service in the manner proposed, including increasing the 
initial period rates, first 10 hours, from $5 to $41 at distances 
up to 900 weighted miles with the higher amounts applicable at 

shorter distances. 

(h) The proposal to increase Domestic Private Line Services 

across the board at 7.8 percent. 

(i) The fact that there will be a substantial monetary 

impact upon the Department of Defense, estimated $12 million, and 
upon other Executive Agencles, estimated $8 million. 

(j) The effeet the proposed innovative price changes will 
have upon Separations betweer. Interstate and intra.tate operations 
as now performed under Docket No. 18866 (Ozark Plan). 

(k) Admissions by Company representatives that suspension is 

required. 
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V 

Xn, 1 1 first nncl foremost in any rate filing is the bottom lino 
figurc cuught by Lite company, that is, the net income dcrived 
from the investment and conveniently referred to as the rate of 
return. In Phase I, Docket No. 19129, American Telephone and 
Telegraph Companv and Associated Bell Sy stem Companies, Charges 
for Interstate Telephone Service , the Commission found as recently 
as 1972 that^the authorized rate of return should be no higher than 
9 percent. The Bell System contends in its filing here that 
conditions have changed since that time to a point where a return 
up to 11.13 percent vould be just and reasonable and othervise 
proper. While there are differences between 1972 and early 1975, 
the full impact of these changes on the question of whether or 
not the authorized rate of return should be increased at all is a 
matter which the Commission could not possibly decide without a 
full investigation. While the Commission may have previously 
indicated that the proper rate of return could be calculated on 
a hypothetical debt ratio, the actual debt ratio is still the 
main guidepost in determining optimum Capital structure. With a 
current debt ratio of 49 percent, it would be contrary to fact 
to base a rate of return finding on a 45 percent debt ratio. The 
equity return sought also consists of a hypothetical equity 
ratio and an increase in the authorized return to as high as 
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14.5 percenL. As shown in i iulemcnt 5, that amount is based in 
• part upon a so-called marc-tL ^.pproach wnere tite current dividend 
yield is added to future grortn ratt to arrive at a calcuiated cost 
of equity. The dividend yield is 7 percent but the statement does 
not recognize that the actual yield vould be substantially lower 
if the growth factor sought uere in fact incorporated in its 
authorized rate of return. It is vell known that as the growth 
factor is increased, the actual dividend yield decreases. The 
statement and the presentation otherwise also relies on the compar- 
able earnings approach ih arguing for a higher authorized return 
allowance on common equity. Aside from the basic deficiencies in 
this approach, the statement fails to address in a proper way 
current and future earnings expectations of the various comparison 
groups including Standard and Poor's 425 Industrials, Institutional 
Holdings, and Qualitv Growth Stocks. 

As shown above, the return allowance ineludec within the 
filed tariffs is based upon numerous underlying arguments and 
assumptions which can only be finally resolved after a proper 
investigation. There is a substantial increase over that granted 
in Docket No. 19129, the Capital structure utilired is not actual, 
and the methods used in arriving at the equity component are 
questionable. 
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I„ booket KO. 201o-, ti.o Commission has onder teview the Bell 
by s t em 1 s petition requealing Chat the Commission amend Part 31 
(Uniform System of Aoeoonts for Class A and Class B Telephone 
cornpanies), of tts Roles and Regulatlons so as to permlt property, 
for depreciacion aecroal rate development porposes, to be plaeed 
in subgroups eomprlsed of onits expected to have the same life. 

The proposal is to ehange from straight-line vintage groop proeedore 
to straight-line equallife g» up proeedore. Ih.t matter is presently 
pending and to the ext.nt that the lnstant rate proposal lnelodes 


so-called SLELG, the presentation is prematore and not bssed upon 
regolatory procedores approved by the Commission for rate develop 
ment. Any soch rates are clearly unjust and onreasonable. 

With regard to rate et.aetore, the Company has incloded 


revolutionary proposals that are not shoun to be Jo.t =r reasonable. 
To say the l.ast the inerease on WATS for short distances is sub- 
stantlal vhich immedlately gives rise to the proper inferenee that 
soch rates are excessive. The Company shoold be required to prove 
thls innovative conceptlon at an investigatory hearlng. Further. 
an inerease of 7.8 percent on Private Line Serviee, ohich inclodes 
service more recently institoted, .. questionable. Clearly. 

«ithoot more it most be assumed that there is insofflclent Jostifi- 
cation for this aeross- the-board approach as to private line 
service. As pointed oot heretofore, the impact of the proposed 
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upon the bepar tmc 


of Deiense and other Gov emmen ta 1 


,V .-neier \:ill be sever-. . 

lue rate strueture rr.oceiications as to Message Telephone 
Service are even more pernicious. The innovations are immediately 
suspect because of the guessuork involved in predicting revenue 
under the radical departures from present prattices, such as a one- 
minute time period for direct distance dialing. The rate adjustments 
are said to be designed to produce a 7.2 percent net increase in 
the Bell System's interstate revenue. Several inferences must be 
dravn from the institution of the one-minute rate. One that 
there vill be additional calling and that the volume will be suf- 
ficient to offset the revenue loss at higher rates. The initial 
period on coast-to-coast day calls obtains $1.45 in revenue P er 
ca il. The proposal reduces the initial period revenue to 60 cents 
per call. For the Commission to approve rates upon inferences 
based upon inferences would be contrary to well-settled regulatory 

principles. 

Another aspect of the drastic rate changes proposed is the 
impact vhich they would have upon Separations. At page 4 of Bell 
Statement 1, the Company points out that one of the reasons for 
the rate filing is that there has been an adverse impact upon 
interstate revenue requirements under the Or.ark Plan. That plan 
obviously was devised under rate schedules now in effect and could 
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not proper 1 y ue applied to the new rate filiu, wituout substcutir 
modification?. Interstate rates based upon an improper allocation 
between intrastate and Interstate operations are unlawful. SmlLL 
v> Illinois Bell Telephone Company . 282 U.S. 133, 148-149, (1930). 

The Commission should so lind. Too, the Company is disturbing 
further the intrastate-interstate reiationships by varying its 
initial period among one minute (FC ), two minute (Maine, 
Massachusetts and perhaps others), and three minutes (othervise 
universal) on station dialed calls. Such inconsistencies establish 
that the proposal here may be unjust and unreasonable. 

In its filing, Bell System officials, in effect, admit that 
this proposal is fraught with many difficulties and cæld be sus- 
pended based upon the sheet size alone. The Commission should 
accommodate those fears by itnmediately ordering suspension and 
investigation herein. 

WHEREFORE, petitioner prays that the proposed tariff provisions 
•generally increasing the rates for Long Distance Message Telecom- 
munications Service, Wide Area Telecommunications Service and 
Private Line Service be suspended and not permitted to go into 
effect; that the Commission enter into an investigation of the 
tariffs to determine juiit and reasonable charges for Long Distance 
Message Telecommunic. tions Service, Wide Area Telecommunications 
Service and Private Line Service; that a therough end complete 
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;•/ s t i‘m' s requesl fot an i ner ca se in its 
overall rare of rc-turn ne ^dc topether with nnv ond all other 
i. . uer, involved he re in and thnt the Commission further direct the 
carrier to keep accurnte account of all monies received by reason 
of the involved tariff should the investipation rot be concluded 
during tlie suspension and investipation period, and to make refunds 
to the Executive Agencies of the United States and any other injured 
persons should the charges under the tariff be found not justified. 

Respectfully submitted, 


Chief, Regulatory Law Office 
Office of The Judge Advocate General 
Department of the Army 
Washington, D. C, 20310 
For 

The Secretary of Defense 


SIGNED 

MAURICE J. STREET 
Assistant Ceneral Counsel 
General Services Administration 
18th &. F Streets, N.W. 

Washington, D. C. 20404 
For 

The Administrator of General Services 
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Ro ['e re t he 

fehrmt. c<r rrpciATiars cg^jecioh 

. Washington, D. C. 20554 

In the Matter of ) 

) 

aiiehicaii TLLHnicHE ahd vcLr.GiAtn ) 

CCMTAOT, L0I’G LINES DLTAlix. LJIIT ) TrancmiU&l No. 12241 

) < . 

Revisions of AT&T Tariff F.C.C. ) 

Ho, 260, Private Line Services ) 

To: The Cccnmission »"*’■ 

'•tir 

FETITI ON TO RKJECT TARIFF FILIITS 
The Ad Hoc Telecosmunications Cornraittee, composed for the 
purposes of thiu filing of Bethlehsa Steel Corporation, Chrysler 
Corporation, Monsanto, Olin Corporation and Vtestinghouse Corporation 
(hereinafter "the Ccmraittee" or “petitioners") hereby petition thau 
the Coauaission rejeet the tariff revisioas filed by American Telephone 
and Telegraph Coapany (horeinafter "AT&T" or "Bell"), Transmittal Ho. 

12241, dated January 3, 1975 incrensing the rates for the private 
line Services offered under AT&T F.C.C. Tariff No. 260 effective 
Marth 4, 1975. in support of this petition, the folloving is shovn: 

1. Each petitioner is a substantial user of the private 
line Services offered under AT&T Tariff F.C.C. Ho. 260. Petitioners' 
bilis for these private line Services run into nany millions of 
dollars anrually. The juntificaticn cupplied by AT&T with its 
Transmittal No. 12241 3tatcs that all dctnestic rate elements in 
Tariif F.C.C. No. 260 will be increased 7*8 perccnt, with certain 


< 
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cxccptxons not licrc rclcvrnt rhi/» f a i 

xc rcj.eve.nt. Due to the voltene ond complcxity of 

tl!0 priv ''- t0 Mne revisi °'“ submitted vlth Transeiftal l!o. 1221*1, 

" h<C " total 18,1 oxclusive of the chccl; hoc- is, it vas not 

possiblo, in the ttao provided for the filing 0 f thls petitlon, to 

deieitiine the nrceise iiepuct of these lncreases on petitionors. 

Hovever, banod on n proltøinary reviow of the proposed inerensee, 

petitionors estiaate thnt thelr annua! bilis f„ r private line 

Services vill inerease by an-aggregate total of approximtely $ 3 

nillion. Peti tioners, accordingly, are agGrievcd or.J aiiversely 

affected by the proposed rate lncreases vith standing to file thi, 
petition. 

2. Petitioners request that the Ccamission rajeet the pro¬ 
posed private line service rate lncreases because they exeecd the 
8.5 pereent rate of return the Ccission recently preserlbed for 
all AKT Interstate Services. Iherefore, the proposed rates are 
«alavful jer se and unacceptable for filing. B> e ordinexy renedy 
of a 90-day suspension vould be totally inadequate in these circ„- 
stancee. Indeed, where, as here, the tariff itself appeare to be 
unlawful on its faee because filed in dlsr.gard of a valid, binding 
and outstanding prescription, rejeetion should be the prim&ry remedy. 
An aceounting order ulth a vie. to a possible futur. refund vc«ld 
not Justify forgoing rejeetion in favor of suspension because du. 
to the eomplexlty of tbis tariff it 1, veiy lihely that petitioners 
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voubl lmvc no choice but to re vise the routing of tiieir "te line 
Services. Such re-routing vould be needed in »• .* L o ~m t :'sate for 

the incrcased costs which could not be absorbed in their cetr jnication 
budgets. This, in turn, vould nake the effect of an acco inting order 
large ly illusory. 

Rcasons Ifliy This Tariff Filing Is 
Unlavful And Should Be Pejected 

3. On Nover.ber 22, 1972 the Camissioh found, after a 
hearing in Docket 19129 concerning the lavrfulness of AT&T’s and its 
associated Bell Systcn ccmpanics’ proposed charges for interstate 
nessage toll service (liTS), tlmt a rate of return of 8.5 percent on 
ATfitT'8 interstate operations vas appropriatc. American Telephone 

-f 

and Telegraph Com pany. 33 FCC 2d 213, 250> 26 KR 2d 43, 80 (1972), 
hereinafter referred to as the HIS case. While speeifying the rate 
of return as 8.5 percent, the Corøission stated that if Bell js able 

. i 

through inproved efficiency or produetivity gains to increase its 
earnings above the range of 8.5 percent, the Comm ssion would con- 
sider such increased earnings acceptable up to 9 percent. 38 FCC 2d 
at 2^5. Koviever, since the rates before the Ccnsmission were predicated 
on a rate of return of 9.5 percent, the Comraission ordered them can- 
celled. 38 FCC 2d at 251 Thus, the MTS revisions previously filed 
irere ordered stricken from the tariff and declared to be null and 
void. AT&T vas perraitted to file a proposed rate schedule consistent 
vith the Ccc 3 nission'o findings. Ihese findings, ineluding the 


• ••.*■ • •*■%* . ' 
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determination conccrning the naxkium rate of return vcre subsequently 
characteri?''! by the Ccmriesion as "our prescription of 8.5-9^ as the 
range of reasonablcness." 42 FCC 2d 293 at 300 ( 

% 

4. Vfhile the KTR cn.se dealt vith thf a for the message 
toll service, the Commission \rrxs fully av/are of the relationship of 
the rate of return issue to other pending case 3 , no+ably Docket No, 
18128 , a still pending procceding involvlng the revenue requirements 

Id 

of the private line Services. Accordingly, the Commission concluded 
that the 8*5-9 percent rate of return prescribed in the MT5 case for 
BeU's interstate operations v;as also applicable to the private line 
Services, the revenue requirements of which were under consideration 
in Docket 18128. 38 FCC 2d at 217 

5. In its letter of January 3, 1975, vhich vas attached to 
Transmittal No. 12241, AT&T refers to the Cammission's 1972 MTS 
decisicn vhich estaJblished an 8.5-9 percent rate of return for its 
Interstate Services. AT&T states, however, that the econamic and 


*J This is the second rate increase and/or revision filed during 
the pendency of Docket 18128. On November 15, 1973, ATf-.T filed 
the 80 -callcd hi-lo private line tariff revisions which were 
subsequently suspended and designated for hearing in Docket No. 
19919, FCC 74-35 and FCC 74-81. Ihat proceeding is still pending. 
Thus, the revisions submitted with Transmittal No. 12241 are but 
another one in a series of rate increases and changes piled on 
top of previous changes, the lawfulness of vhich has not yet 
been adjudicated except for the Contnission'c prescription of a 
itKodmum 8.5-9 percent rate of return. v .. 
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financial circumstancc3 require an Interstate earning levcl of 
10.5-11 percent and, accordingly, its proposed rates are designed 
to produce interstate earnings within that range for its private line 
Services (as vell as the message toll service and Y7ATS). 

6. Thus, AT< 5 oT's private line rates vhich, according to 

its own statement, are based on a rate of return in the range of 

10.5-11 percent are in patent conflict vith the 8.5-9 percent rate of 

return established tvo years ago and still in effect. That conflict 

måkes these proposed rate filings unacccptable and they should be 

rejected just as the previous rate3 predicated on a 9.5 percent rate 

of return were cancelled as exceeding the rnaximum range prescribed by 

the Comaission. This result. is, noreover, required by the rationale 

of the Cammission's subsequent order in the KTS case disposing, on 

January 12, 1973, of objections to AT&T's rates filed in response to 

the November 22, 1972 prescription order. In dcternining vhether 

these rates cotnplied vrLth its prescription, the Ccramission held that 

the essential and single issue before it was vhether AT&T had made a 

sufficient showing that its proposed rate schedules have been rea- 

sonably designed to afford it the relief in the amount the Cccmission 

determined ln the MTS case, supra . The. Cammission vent on to say 

"if this issue is resolved in the affirmative, then, in , 
accordance vith the procedures ve have heretofore e3tab- 
lished to govern this procecding, such prcposed rates may 
be alloved to became effective on an interim basis subject 
to further hearings as to the lawfulness of the specific 
cctnponents of the revised rate schedules and subject, 
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furthor, to our decision in Dockct ITo. 18120. As interim 
rate schedulcs, their application vill also be sub.ic-ct to 
accountin procediu-cs and futura refunds in the event and 
to tiic extent that our determi nations :ln Phase II of this 
proceeding ard in Pocket No. 18128 may rcquire such rcfiuids. 
Thus, our decision of November 22, 1972 contnnplated that 
\70 uould ri lo:.' AT’-T to increase its earivin^a by f iling a 
rate schcdule on an interim basis vith full recognition 
that it vovJLd he clcarly impossible to resolve all questions 
of lavNTulnoss that night be presented as to rate level and 
rate strueture until ve have concluded the proceeding in 
Phase II and Pocket 18128." American Telenhone and Telegraph 
Company » 38 FCC 2d 934, 985 T&73) ‘ 

7. It should be self-evident, therefore, that if in Janviory 
of 1973 ATceT in filir.g proposed tariffs vas requireu to conform to 
the Commission's prescription of the amount of the rate of return to 
vhich it vas entitled, declared on November 22, 1972 in the MTS case, 
snpra , the same liraitation on the rate of return muet apply to any • 
further rate incrcoses filed during the pendency of the MT3 and the 
private line procecdings. To put it differently, ATuT may not 
unilnterally determine that it is entitled to a rate of return almost 
24 percent higher than that prescribed by the Ccmmission in a still 
on-going proceeding vithout first establishing to the Ccramission's 
satisfaction that it is entitled to a higher rate of return. 

8. Any proceeding designed to establish AT&T’s entitlement 
to such a higher rate of return should be a separate proceeding 
involving only that issue -- not a tariff filing vhich, even if 
suspended, vill becane effective 90 days after the suspension order 
and will present the Canmission vith a fait accompli of a rate of 
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return substantjallv higher than that prescribed by the Ccrraission. 
The proccdurc su.Ggor.ted herein which vrould, In cffect, require AT&T 
fii'st to ceek leavc to file ratcs based on a rate of re turn in excess 
of the 0 . 5-9 perccnt nov in effect, after justifyins that it is 
entitled to a hiGher rate of return, vould be fully consistent irith 
the decicion of the U. S. Court of Appcals for the Second Circuit in 
AT"zT v. FCC , Jk 87 F.2d 864 (1973). In that case, the Court of Appeals 
held tliat the Conmission had no authority to require AT&T to obtain 
permissien for the filir .3 of rate changes in tariffs vhich uere under 
investigation as part of a general reviev 6 f AT&T's rate levels ond 
rate strueture. 

8 . However, the Court distinguished that situation fran. 
one in vhich the agency prescribed the rates to be charged by the 
carrier, relying ort Pemian Basin Area F.atc Cases , 390 U.S. 747. In 
that case, a moratorium on rate changes by gas canpanies vas imposed 
after the Federal Power Cctnmission had prescribed an agency-made 
rate pursuant to its prescription pover, i.e., after a full hearing 
and determination that the prescribed rate vas just and reasonable. 
This is precisely the situation nov before the Ccomission. In the 
MT5 ca 3 c, after a full hearing, the Comnission deternined that a rate 
of return of 8.5-9 percent vra .3 just and reasonable for AT&T's Inter¬ 
state Services. This detemination made, AT&T may not lawfully 
increase the Commission prescribed rate of return by the device of 
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f ilia" a tariff rate bas cd on a hip.her rate of return. To pennit 
AT:..? to do co vould, in cffcct, force the Cccmission to accept the 
carricr-established nuch highor rate of return subject only to a 
90 -day suspension and a subscquent hearing vhich nay take years to 
conclude. All the vhile the higher rate of return vould be in effect 
even tnough conditioned upon the inadequate remedy of accounting and 


refund. 


9 . The Comme sl on' s power to reject any such result vhich 
vould undemine, if not dcstroy, its prescription authority is further 
supportcd by the Suprene Court's decision in FPC v. JP cnnessce _ G a s 
Tran amssion Ctrreany , 371 U.S. lUf5 (19&>). In that case, Tennessee 


Gas filed rate increases predicated on a claim to a 7 percent rate of 
return on investment. The rate vent into effect after statutory 
suspension and subjeet to refund. After hearings, the FPC, treating 
separately the rate of return issue, found that 7 percent vas exccssive 
and prescribed a 6 -l /8 percent rate of return as reasonable. At the 
same tine, the FPC ordered an interim rate reduetion and an immediate 
refund of the amounts collected in excess of the lov»er rate of return, 
but deferred the reraainder of the proceeding. The Suprerne Court held 
that this ^ras an appropriatc exercise of the power granted the FPC by 
the Natural Gas Act. In approving the immediate refund, the Suprerne 


Court observed 
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"To do othervlse vould have pennitted Tennessee Gas to 
collect the illegal rate for r.n e.dditional lo months oj 
at a cost of over t1^,500,000 to conau-rsro. True, the 
exaction •/om]/! have been sub.iect to re fund, but experi- 
ence has shovrn this to be sorevhat illusory.. 


"8/ The cost of allocation issne vas •»«j.ded 18 raonths 

folloving the Commission’3 decis ^r? on rate of return, 
ond cubstantial issues on the co.,r f-scrvlce question 
are still unrcsolved. If the interim order had not 
been entered the illeral rate vould have been in 
effeet 22 months, vith an cxcessive return of same 
$ 20 , 000 , 000 ." 

This is largely the situation nov: confrontia» the Commission. The 
Casmission has pre 3 cribed an 8.5-9 perccnt. rate of return, as the 
first step in a still unadoudicated proceeding involving other issues, 
jjovf, AT&T has confronted the Commission, and the piublic, with a rate 
predicated on a 10.5-11 perccnt rate of return. To accept it vould 
amount to confessing that the Commission lacks the pcwer to enforce 
its prescription authority. But the Commission is not that helpless. 
Like the FPC, it has sufficient paver under the Communications Act, 
the Permlan Basin case, surra , and the Second Circuit Court of 
Appeals’ decision in the AT":T case, supra , to rejeet a tariff rate 
admittedly predicated on a rate of return substantially higher than 
tbc rate prescribed by the Commission in a still unadjudicated pro¬ 
ceeding. 

Accordlngly, ATfcT’s proposed private line rates submitted 
in Transmittal No. 12241 should be rejeeted as not in conformity 
vith the rate of return establi3hed by a binding and outstanding 
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orescripoicn 


r.r.dc after a full hrarin". 

Pespeetfully subnitted, 

Ad Hoc Telecconunications Cæraittce 



It3 Attorneys 

2120 L Street, IT. V/. 

Washington, D. C. 20037 


Dated: January 28, 1075 
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AMERICA!! TELEPHONE AND 
TELEGRAPH COMPANY 

Rc vis i on r. to Tariffs 
F.C.C. Nos. 259, 2^0, 
and 263 

AMERICAN TELEPHONE AND 
TELEGRAPH COMPANY, LONG 
LINES DEPARTMENT 

Revisions of Tariff 
F.C.C. No. 260, Private 
Line Services, Series 
5000 (TELPAK) 

To: The Commission 


Transmittal No. 12241 


Docket No. 18128 


PETITION TO REJECT OR.SECURE WITHDRAWAL, 
OH TO SUSPEND AND ORDER AN ACCOUNTING, 
AND TO INVESTIGATE INCREASEP RATES_ 


* Aeronautical Radio, Inc. (ARINC), by its attorneys, 

hereby petitions the Commission to investigate in Dccket 
No. 18128 the lawfulness of the rate increases for series 
5000 ("TELPAK") private line Services and teletypewriter 
station equipment filed by the American Telephone & Telegraph 
Company (AT&T) on January 3, 1975, by AT&T Transmittal No. 

12241, to reject or to secure withdrawal of these rate 
increases without an evidentiary hearing, or in the alternative, 

I 


/ 
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invectijtul -i f the invcctigulion hau not hot-, 
conclucleu a::., an or åer made v.-ithin tne period of suspension, 
rcquirc the carrier to kcop accurntc aceount of all amounts 
reccived by roason of such lncrcar.es, speeifying by -hotn 
and in whose behalf such amounts v/ere paid, and upon 
completion cf thr jnvestjgntien and decicion, require the 
carrier to refund, v;ith interest, to the persons in whose 

behalf such amounts wero paid, such portion of such increased 

« 

charges as by its de-cision shall be found not Justified. 

In support of this pctlllon, ARI13C shows the following: 


Proliininary Stateme.nt 


On January 3, 1975, AT£T filed its fourth set of rate 
increases for Telpak and its second set of rate increases for 
teletypewriter station equipnent over the past seven years — 
none of which have yet been found to be just and reasonable by 
the r, ommisoion. These most recent increases in Telpak and 
teletypewriter rates are part of a general rate increase filing 
also involving MTS, WATS, and individual private line channels. 


ARINC hereby respectfully requests that §1.M of the 
Commission's Rules be v;aived insofar as a petition to rejeet 
a tariff on technical grounds should be directed to the Chief 
of the Common Carrier Bureau (§0..297 of the Coinnilssion 1 s Rules; 
see 39 F.C.C.2d 631, 639 n.2 (1973), in order that these 
closely related requests may be considered together at the 
Commission level. 
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' . '; •• :'i.' r.e 1 ctypewriter servicen, A':'. '- this fil ing 

y.rf-r fl HM 7.8 r increase on all rate element:-. vhl ch. 
v;ir>: combined v:ith the four prior rate inci :o? Telpai. 

aue i.eit e.vpcv.riter Services, represents an increase of 11^ 
in comnion carrier charges to ARINC for private line Services 
in less thari neven years. AT&T sccks this rate increase even 
though the validity of the first three Telpai: rate increases 


and the prior teletypewriter rate increase has not been 
determined, and these earlier increases are currently under 
invcstigation and subject to accountjng orders in Docket No. 

18128. 

The evidence in Docket No. 18128 establishes the 

unlawfulness of the prior rate increases and provides 

adequate justification for the rejection of these still 

higher rates. Moreover, AT&T has failed to establish 

prima facle that the increases in Telpak and station equipment 

charges would be reasonable as required by Section 61.38 

of the Rulcs. In the absence of such a showing, the Commission 

need not embark on an evidentiary hearing as to the reasonableness 

of the proposed Telpak rates, but can reject them summarily. 

Because of the disruption v/hich the Telpak rate increases 

»» 

would cause to the Commission•s ongoing investigation of 
Telpak rates In Docket No. 18128, the public interest requires 
the Commission to exercise this option to reject without a 
hearing. 


% 
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/-KTI• C' ir. fm.- communical lons c om; i:ry of tiic eir 
tra ,, ; .isiductry providing a varicty of communications 
scrvjcc:- to all scctors of the industry. In providing these 
Services , ARINC operalcs its own air-ground and point-to- 
point radio facilities and leases from AT&T and other carners 
a ne tv; ork of private line Services which is surpassed in size 
on ly by that leased by the federal government. As such, 

ARlJJC has been an active participant in present and past 
Commission proceed:ihgs relating to private line rates, 
ineluding the Private Line Cases (Docket Nos. 1161)5-^6), 

Telpak Case (Docket Ho. 1K251), the General Telephone Rate. 
Investi gation (Docket No. 16258), and the present Privat eJAne/ 
Telpak Case (Docket No. 18123). The charges to ARINC for 
private line Services are now some $60 million, but the 
incrcases now proposed for Telpak and teletypewriter 
equipment would increase the charges to ARINC for private 
line service by $3-9 million annually. 

This current round of rate increases must be viewed 

against the background of rate changes by AT&T over the past 
decade. AT&T made substantial reduetlons in Interstate long 
distance telephone service in 1965, 1967> 1968, and 19^9* 

On November 20, 1970, AT&T filed an increase in MTS rates 
which the Commission allowed to become effective in part in 


z--t -j 
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Significantly, 
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1953 
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On the c 

Jjc.r ha 

nd, 

since the 

Connis 

sion last prescrlbcd 


rates for private line Services in the Private Line Cases in 
1963, 3*J F.C.C. 217 (1973), affd sub nom. Wilson & Co. v^. 
United States , 335 F.2d 788 (7th Cir. 196*1), eert. denied, 

380 U.S. 951 (1965), AT&T has repeatedly increased its rates 
for private line Services. 

1. In August 1967, charges for single channel telegraph 
Services werc increased, and pursuant to Commission order, 

Telpak A and B were eliniinated, resulting in increased private 

line charges. 

2. On September 1, 1968, rates for Telpak C and D 

* 

were increased some * 10 ?. 

3 . On November 1, 1968, teletypewriter station 

equipment charges were increased some 30?. 

1|. On February 1, 1970 — only 17 raonths after the 
first round of increases — Telpaks C and D rates were 

* 

increased another 31% for an overall increase of some 92%. 

5. In May 1972, AT&T imposed another round of rate 
increases for private line Services, including 150? increases 

• • 

*Based on ARINCs utilization as of March 1971. 
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j n j-avcu for Tolpak installation chargee, 1^.3? incrcar.uc 
In rater- for Telpak inain serlvce terninals, and 33^ rate 
increases for Telpak additional service terminals. This 
rcprcT.onted another 5? rate incrcase in ARIHCs charges, 
and an overall doubling of chargcs comparcd with the oriGinal 


Telpak rates. 

Nov;, AT&T has filed for an additional 7.8? aeress- 
the-board rate increase for all Interstate private line 
Services, including Telpak and teletypev.riter statlon 
equipment. AT&T estimates that its. additional revenues fron 
the private line rate increases alone will be $73 million 
at 1975 market levels. The impact of these rate increases 
on'ARINC will amount to more than $3-9 nillion annually, 
based on rcpricinc ARIKCs March 1971 private line Services. 
The following table sunmarizes the effect of these four rate 


increases on ARINC: 



*Based on ARINCs utillzation as of March 1971. 


% 
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Oriftiw.il lr.tcriin Test Hate 3 Present Fropo?;od 


(Pro-Sopt. 1968) 

(Sept. 68) 

(Feb. 70) 

(May 72) 

(Marcli 

AKING Private Line . ** 

Cliaryes $29.7M 

i 

** 

$41.7K 

** 

$57.OM 

** 

$59.6M 

$63.5M 

• 

i 

Amount of Increases 

' Over Prcvious Hates 

$12.OM 

$15.3M 

$ 2.6M 

$ 3.9M 

Percent of Increases 

1 Over Previous Hates 

402 

372 

4.62 

6.62 

[rotal Amount of 
'Increase 

$12.OM 

$27.3M 

$29.9M 

$33.8M 

Total Percent of > 

Uncrcase 

402 

922 

1012 

1142 


The Comr.ission Should Rejeet, Without 
an Evidentiary Hearing, the Pronosed 
Telpak Rate Increases as Inconsistent 
V/ith Ectabl.ished Commission Policy 
and Regulations_ 


There can ’> e no doubt that the Cominission has authori 
to rejeet this tariff without an evidentiary hearing. As 
stated by Judge Leventhal in Munlclpal Light Boards v. FPC : 

"There are occasions when an agency may 
dispose of a controversy on the pleadings 
without an evidentiary hearing when the 
opposing presentations reveal that no 
dispute of fact is involved, but only a 
question of law or adminljstrative policy 


« 

Includcs the November 1968 teletypewriter station 
equipment rate increases. 

*« 

' See ARINC Exhibit 10, p.2 (Docket No. 18128). 

«*« 

Calculated by increasing the May 1972 chdrges to 
ARINC for Interstate Telpak and station equipment by 7.8J. 
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cf suen r ri.ii.uro th-v. I horo tncither 
a disput.- tu lo naiorir: 1 facts or a 
neod lo v.::tilate the u:. rl .vlr," facts 
in aid of policy dPtcr: r imt.ion." 450 
P.?d 134], 1345 (D.C. Cir. 1971) (emphasis 
addcd). 

A tariff iray be rejccled outright by the Commission 
"where the filinc i- so patently a nullity as a matter of 
substantive lav:, that administrative cfficiency and justice 
are furtherod by cbviating any docket at the threshold rather 
than openinG a futile docket." Id. at 1345. See also Press 
Wireless, Inc, v. FC C, 26^4 F.2d Vf2 (D.C. Cir. 1959). 

Indeed, "an agency has the power and in sone cases the duty 
to reject a tariff that is demonstrably unlawful on its face." 
Associated Press v. FCC , 4 48 F.2d 1095, 1103 (1971) 

(emphasis added). Most recently, the Second Circuit 
reemphasized the Commission’.s authority to reject a tariff 
"that is demonstrably unlawful on its face." American 
Telephone & Telegraph Co. v. FCC , 487 F.2d 864, 880 n.33 
(2d Cir. 1973). 

The present filing ignores totally the public interest 
in the necessity to nalntain Telpak rates at competitive levels 
in order to retair. revenues which might be lost to private 
microwave, but which contribute to common costs, thus making 
possible lower rates for all customers. Instead, AT&T has 
simply imposed a sweeping f.8% across-the-board rate increare 
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;; 11 private- line Services — oven f he se ’.;h:ich are subj( -l 
to compotition — and hhs ineludod Telg;-:; In thio ccnorali sed 
trcatinent. 

Tn A'i’?’i 1 V ’ Pre:: - , i dent Jaines ■!. ;<1 • tingsloy a lett'.j 

to Chairman Wi dat od January 3, 1979, v.Mch was transmi ti - d 

vrith AT2tT's rulo increase filing, ATitT roeognizes thal 
structural re vi ri on r. v/ithin private i i n r - Services would be 
inappropriate "1 i jn view of the pendency oi sevcral Conirniss ion 
proceedings re': to tho rate strue* uro of the private lia 

scrviccs." Th . r--.ly apparent justif’ -rtion for the rate 
treatment accornod Telpak and the othor private line Services 
is contair.ed in 'dr' sane letter as follows: 


"Rathcr, for purposes of this overall rate 
increase filing, we are gcneral.iy applying 
the sriiiio norcentage increase • o the various 
rate clenents in private line Services. 
However, following completion of further 
studios in tliis area, lncludinr, review of 
compc ti t i ve conditions v.'ith r es rect to 
thoce Services, future revisions in the 
private line rate strueture may well be 
appropriate in a subsequent filing" 
(emphasis added). 


ARINC submits that this almost casual approach to 
Telpak rates is clearly at odds with the Commission^ 
determination in the original Telpak case that there is 
a competitive necessity for Telpak C and D and the evidence 
in Docket No. 15128 that prior rate incrcases have not been 
shown to be just and reasonable. The proven cost of private 
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t ;;;rdcd i:, cstablishing th< 


T‘C i > .• )f 1* f. 

In 

rOgUl ?! 1. i ( 
detullcd r 
a ub st an ti:-. 


of Tel pale rate:-. 

:ition, tho Co:..:’c:; har. adopted stringent 

’• -ni ring carrirr; t.o file exlenslve and 

• » revenue •, and iaoriivt sjtudic-o to justify 

:1c* mere ase r, such ss thos'e hore involved. 

Sec §§6.1. 3o, 6.1.69 of tho Con.mission 's Rules. As the 

Commissicr. o:-:o'! alned in adeptirg these Hules: 

"Hates that are j':i led with thic Coinmission 
be ab le to v; t;. stand the statutery tests 
(-f Rections 2 C1 (h ) • 202 (a) of the Act. While 

thi*o is no recu.tr: : for Cot.nh osien approval 

bo fore a rate car. i. :co:.'.e. cffectim , it is within 
oi.j. 1 authority tc v< :uire that a rate be supported 
b.v sufficient ir.fc.-: : ...tien to indicate that the 
ralc has prima fr-h- sueport." Ta rif fs, 25 
F.C.C.2d 957, 965 "(1971). 

Failure of the carriers to shiv.-it sufficient data to show 
this "p.rira /.‘arie support" would bo grour.ds for the Coinmission 
to Ord r the rate increases cancclled without the necesslty of 
an extensive evidentiary hearing. * See §61.69 of the Commio- 
sion's Rules; Tariffs . supra , at 973 . 


ARINC supports also the "Petition to Reject, Require 
V/ithdrawal, or for Suspension, Investigat-ion, and Hearing 
or Proposed Telpak Rate Increases" filed this date on behalf 
of the Air Transport Association of America wherein the 
analysis by Mr. Charles W. King of AT&T's supporting data 
establiches further grounds for rejeetion. 
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llerc, AT&T's justificat: .on for the rate increases 
: v relates to the earnln~s and Capital rcqulrcments 
i.ell System and apparently ignorcs the coir.petitive 


marl-t for Telpak service. Whatever the merits of AT&T's 
conte uticr.s that overall rate of return should be raiced, 
AT&T has not provided any justification whatsoever for 
inclutlinc Telpak within the Services from v/hich increased 
revenues are attempted to be obtained. In particular, AT&T 
doeo not consider how Telpak can compete with private 


microwave systems at.the Increased rates. 

In the absence of any f aetual disputes about the 
above questiens, the Commission has authority to rule that, 
as a matter of policy and law, the rate increases as they 
apply to Telpak must be rejeeted, whatever its detcrr.ination 
may be v/lth regard to the other elements of AT&T's filing. 


• The Proposed Rate Increases Should Be 
Rejeeted To Permit an Orderly Adjudication 
of the Rate Increases Already in Issue 
_ in Pocket No. 18128. ___ 

The Commission should exercise its authority to rejeet 
the Telpak and teletypewriter rate increases in order to avoid 
a further disruption of Docket No. 18128, since if they became 
effective now, they would require reopening of the record in 
that case for further evidence on the lawfulness of the new 
rates. As the Commission recognized in connection with the 
third rate increase, which became effective in May 1972, ajT^ 
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further tariff revisjon?; re 3 at i nr; to the sorvlccs under 
j n vp r. ti rntion v/1.11 unri n ^5srupt or delay the concluslon 

o f the casc ." 33 F.C.C.2d 522, 524 (1972)(emphasis added). 

In rccognition of the dicruptive impact of further Telpak 
rate increases, the Commission at that time requircd that 
AT&T obtain special pcrrr.ission to make any further changes 
in the tariff prior to the entering of a final decision in 
Dockct No. 18128. Later, the Court of Appeals held that 
the Conmission lacked statutory authority to ir,pose this 
spccial perr.ission requirement. American Telephone & Telerrach 
Co. v. FCC , 487 F.2d 8 C 5 (2d Cir. 1973). However, the 
decision by the Court cf Appeals did not in any v;ay impair 
the Commission' s deterr.ination that further changes in the 
Telpak tariff would dlspupt Docket No. 18128. See id. 
at 881 n.34. 

Indeed, the third round of rate increases was, if 
anything, less disruptive of Docket No. 18128 than are the 
current increases. The May 1972 increases v;ere filed in the 
midst of cross-examination of AT&T's rebuttal witnesses and 
substantial disruption and delay of the hearing did, in fact, 
occur when the Commission set them for hearing in Docket No. 
181 ^ 8 , thus requiring additional months of evidentiary hearings. 

The present rate increases have t en filed after the 
hearing has been complcted , proposed findings and reply 
findings have been filed, and the Chief of the Common Carrier 
Bureau is engaged in the preparation of his recommended decision 


in the case. 


— 
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Dovii:. I h’o. 18128 1c invcstiguting fundamental 
qucstionn of r;:frmaking as applied to the private line 
Services ac v:oll a a specific questici.s rclating to specific 
private line raten. The filing of these new raten unfairly 
disrupts the Co;;.;.,ianion' s orderly dc-teri.:.Lnation of these 
issues. Furtbermore, if the rat.es are not rejected or 
withdrawn, AP.IHC and the other custorr.crs cf AT&T would have 
to adjust their communications servicen under the new rates 
at a time when the final resolution of Docket No. 18128, 
with possiblo further rate adjustments, is imminent. 

The Ccj.p.ission has deterr.inco vhat "effective 
testing of the complex economic théorics of costlng and 
pricing which have been acvanced . . . can best be accom- 
plished by relating the principles advocated to specific 
rate proposaln." Statement of Rater?:-; i nr Princloles . 18 
F.C.C.2d 761, 763 (1969). The hearings iri Docket No. 18128 
have had before them ''specific rate proposals" in the form 
of the present Telpak rates and their three predecessors. 

These rates have supplied the context for determining the 
broader issues now pending in Docket No. 18128 - the appropriate 


leve]s and rate relationships among AT&T's classes of service, 
and the correct .use of incremental and fully dlstributed cost 
studies. 

A recommended decision in Docket No. 18128 is now in 
sight, but if the Commission permits AT&T to injeet further 
increased rates at this point, the entire prcceeding will be 
disrupted. Much of the vast ;„:ount of the Commission's time 
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spent considering and analyzing the present rates wlll 
become a waste. By attemptlng to file rate increases at 
this stage in Docket No. 18128, AT&1 ,s engaging in a 
disruption of the proceeding tantamount to interference 
with the Commission's duty to decide the case. 

In addition, the proposed rates will force AT4T's 
customers to engage in a costly and burdensome reassessment 
of their utillzation of Telpak and other private line 
Services. The new rates involve new relationships among 
the various private line Services and the switched Services, 

MTS and V/ATS, and alternative communications Services 
such as private microwave and the specialized and domestic 
satellite cc.mmunications Services. These new relationships 
must be carefully evaluated as shifts and repressions in 
usage are inevitable, even on a short run basis while 
awaiting the outcome of Docket No. l8o,28. It is not 

é 

conducive to the ends of justice to impose upon the public;- 
every change in public utility rate levels, especially when 
the rates have been constantly increasing. In view of 
numerous and repeated rate increases for the private line 
Services since 1967, the public is entitled to a respite 
pending the conclusion of the Private Llne/Telpak investigation 
The Comnission should therefore reject the increased tariffs 
for Telpak and teletypewrlter station equipment or secure 
their voluntary withdrawal by AT&T. 


At a Minimum, the Commission Should Suspend 
the Proposed Rate Increases and Include the 
Telpak and Teletypewriter Rate Increases Y/ith- 
ln the Investlrcation in Pocket No. 18128 ___ 

As shown above, the best course for the Commission 
to follow, and one for which it has a sound legal basis, is 
the rejection of the Telpak and teletypewriter rate increases 
without em evidentiary hearing. However, if the Commission 
does not take this course of action, these rate increases, 
which will cost ARINC and the air transport industry almost 
$i| million annually and which are accorr.panied by some 8000 
pages of material, ir.ust be suspended for the full statutory 
period of three months, set for investigation in Docket No. 
18128 , and be subject to an accounting order pursuant to 
Section 204 of the Act. 

Three times before, the Commission has found it 
necessary to exercise its §204 authority concerning Telpak 
rate increases. On April 12, 1968, the Commission suspended 
for three months the first round of Telpak increases and 
began an investigation of their lawfulness because it could 
not determine, while the record in Docket No. 16258, regarding 
Telpak C and D, was not complete, whether "the revised 
Bchedules are or will be just and reasonable or otherwise 
lawful." 33 Fed. Reg. 5900 (1968). Later, the Commission 

ordered an accounting of the Telpak rate increases, and 
suspended and ordered an accounting of proposed rate Increases 
for teletypewriter station equipment. 13 F.C.C.2d 853 (1968). 






















/ 
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When AT&T filed a second lncrease lri Telpak rates, 
the Commission again, on October 29, 1969, suspended the 
rates for the maximum statutory perlod and ordered an 
accounting. The Commission sald, "The lawfulness of the 
revised tariff schedules presently before us will be 
resolved upon the record made in Docket No. 18128." 20 

F.C.C.2d 383, 387 (1969). 

The third round of Telpak rate increases, accompanied 
by rate increases for voice grade terminal charges, CCSA 
service, and instailation charges, vas filed December 6, 1971, 
after 109 days of hearings in Docket No. 18128. The Commission 
suspended these increases until May ^, 1972, and joined thera 
wlth the earlier increases for resolution in Docket No. 18128, 
subject to an accounting order. 3 F.C.C.2d 522 (1972). 

Similarly, v/hen AT&T filed its earlier lncrease in 
charges for the teletypewriter station equipment the Commission 
first obtained from the carrier a one-year postponement, then . 

% 

suspended the lncreased charges for three rnonths and ordered 
that these rates be considered in Docket No. 18128. 13 F.C.C.2d 

853 (1968). As a minimum, the same remedy is still appropriate. 

Because of the intimate relationship between the rate 
levels for Telpak and the ability of Telpak to meet competltion 
from private microwave service it would be impossible to 
consider this fourth set of increases in isolatlon from the 
record already developed in Docket No. 18128. Similarly, 
the record in Docket No. 18128 shows that AT&T's teletype.#rlter 




< 


A. 136 


ratcc arc already so high ar. to creute uignificant 
divcri.ion from its ccrvicc. Or.cc again, thereforc, 
lf the Commission does not reject these rate increascs, 
it inust include then among the icsues for determination 
in Docket No. 18128, and recpen the record in that 
proceoding. In order to protect users during the 
pendency of the further hearings involved, the Commission 
should, of course, inpose the usual accounting order. 

WHEREFORE, for the reasons set forth above, 

ARINC urges the Comnfission to reject or secure the 
v-ithdrawal of the Telpak ar.d teletypewritcr rate increases 
contained in ATtT's Jaruary 3, 1975, filing or, in the 
alternative, to suspend then for the fuli statutory 
period, investigate them in Eocket No. 18128, and subject 

then to an accounting and refund thereafter. 

Respectfully subnitted, 

AERONAUTICAL RADIO, INC. 

By /s/Charles R. Cutler 
Charles R. Cutler 

/s/John L. Bartlett 
. John L. Bartlett 

• /s/Mlchael Yourshaw _ 

Michael Xcurshaw 
of 

1776 K Street, N. W. 

Washington, D. C. 20006 

Its attorneys 


January 28, 1975 
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Juereased Ciuimr Ti , WATS nn Private ) 
Line Service, Tariff L.C. C. aoh, 261, 260, ) 


To: The Comtnission En Urne 

PLTITTON TO RE.1KCT OR 

sus» ; \n n \te e.preases 

Aerospncc Industrie.-; Association of America, Inc. ("ALA' ), on 
behalf of its members, pursuanf to Sections 201(b), 202, 204 and 205 
of the Communications Ac.t. of 1034, as amended, and Scction 61. 3B of 
the Rules and Rcgulations of the Cornmission, respeetfully petitions the 
Commission to rejeet or suspend the further increased charges for (1) 
long distance message telecommunications service (MTS), (2) wide area 
telecommunications service (WATS), and (3) private line service, as set 
forth in tariff material filed and described under Transrnittal No. 12241, 
dated January 3, 1975, by the American Telephone and Telegraph Com¬ 
pany ("AT&T") to be cffective March 4, 1975. 

AIA moves that the filing for further increased charges be rejeeted 
on the ground that the proposed rates are based on a rate of return for 
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should be irnposeu. 

I. Intcrest of AIA 

A IA is organized as a non-stock, membership corporation under 
the laws of the Siate of New York and is authorized, as a non-profit 
corporation, to conduct its nffairs in the District of Columbia. AIA is 
the national trade association of the manufacturers or aircraft, missiles, 
spacecraft, propulsion, na vi gat ion and guidance systems, support equip- 
ment, accessories, parts, materials and components used in the construc- 
tion, operation and maintenance of these aerospacc produets. Current 
membership of AIA Lncludes 47 of the leading aerospace manufaeturing 
companies plus tlieir corpoi-ate divisions. 

The significance of the aerospacc industry to the national economy 
and the importance of communications to the successful operation of the 
AIA members has been fully detailed in pleadings filen by AIA in other 


1/ A breakdown of the proposed rates which rcflccts the increases attri- 
butable to the 10. 5-11. 0% rate of return is submitted infra , pp. 9-10. 





A. 139 


(' 




i. ion 


\n. i:‘. We shal! v >' 


(.i. i ik; u 


: 1 1 u ■ r o; i f • e v <.! 


JIHj* i»V» MOro. Th" impriH 

! i; • ;•(. 1 ’OSp (CO i- 1 'lt!:. !'\ appill't:lll f 1 * 1 » U tlU’ 

fi'])ov:H'! . dmdmo whicil lid s the mon-My co:-;!v (10 i he ncaresl $1,000) 
or I Jeee-runer jfJV3 of ninc comj .mies for private lines and WATS iuler- 
slate Services less data sels, terminal cieviecs and Interstate tolls: 
Boeing 


General Dynamics 

Hughes 

Lockheed 

L. T. V. Acrosp .ee 
Martin MarieUn 
McDonnell Douglas 
Rockwell 
Thiokol 


$3-13, 000 

36, 000 
126, 000 
331, 000 
2G, 000 
233, 000 
300, 000 
713, 000 
30, 000 

$2, 146, 000 


II. Background 

The present filing by AT&T proposes a reviscd schedule of charges 
for interstatc telecommunications Services which il asserts are designed 
lo produce a general net incrcase of 7,2% in revenucs from such Services. 


2 / 


2/ In fad, the incrcascd charges would result in revenue increases greater 
Than 7.9%. Sce Statement of Charles W. King, submitted as an Attacliment 
hereto. 
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: -h inei e.M:- \vr it. 1- ■! in the hearing 

1;; 128 conccrtd; •. ; rc mv.TulnesR of the 
vi*& r f pric^ wcM*f‘ to nccountinf* 


Ueeausc of the i cl* > e 1° this proccec.ing 
of 1:i.o prior rate increavv sought by AT&T, v,c beJievc that a summary 
of the Commission's actiona vvith respect thereto is v.arranted. 

A. Prior FCC Actions Rclating To 
AT r T's Proposecl Rate in r 

On November 2 0, 1570, AT & T filed with the Commission, tariff 
revisions proposing to inn oase its interslate eamingo oy $545 million a 
year before federal incomc taxes. This filing contcinplated an aetual increase 
in revenues of $385 million and a reduetion in cests of $160 million. It 
wao. based on a proposed rate of return of 9. AT&T* 27 FCC2d 151 * 

152-53 (1971). 

Upon considcration of the rates proposed, the Commission, by 
letter dated January 12, 1971, requested that AT&T postpone the full amount 
of the filed rate increases until the Commission could complete an expedited 
hearing on the overall earnings love!. Implicit in the Commission's request 


3/ Memorandum Opinion and Orders, AT^T 1_3 1 CC. 2 ^ 8u3 (1968), 
AT AT 20 FCC2d 383 (1969) and ATAT 33 ]?CC.2d (1J72). 
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was of liv view, liowcvc", that a lesse, lmien..^ 

to ATM f:: H considcr teritt rovtefem. provided ihey «»W p.cdono nddl- 
t tonal rot vinnings bcforc tedcral i»«mw taxes of not i. olm Uten $2M nullion. 
In .,o actinrf, the Comrnission mo lo clear it was tal.ing imo nccoi.nl ila 
prerioua dooision in 1967 (Doekd No. 16258. 9 FCC2d 30) in trhich it had 
found that the nllowablc rttte of return for ATM was v.itlrn the 7.0-7. 5% 
range for inioralatc Services : - comparcd to - e f. 5% then cteimed by 
AT&.T, 27 FCC2d at 154. 

In ro sponse to the Commi.sionYs proposal. AT6.T asreed to postpone 
the effectiveness of its rate rewsions and to file new rate inc.reascs pro- 
viding for a total i mp ro ve ment i- net carnings before fcdcral income taxes 
of not more than $250 million. The Comrnission thercaftcr instituted an 
investigation into the lawfulncss of these tariff revisions and suspended the 
rates with an accounting and refund order. AT&.T, 2 I P CC2d 14J, AT&.T\ 

27 FCC2d 151. Further, the investigation was divided into two phases. 
Phase I of the procecding was devoted to the question of rate of return and 
Phase n was devoted to other matters that could affect AT&T's Interstate 
revenue requirerncnts. AT&-.T, 27 FCC2d at 156-57. 161-62. 

On November 22, 1972. the Comrnission adopted and releascd lts 
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. . . ti 1 , l the fair ra kr of return ru Bell oa it r. iulerslp.ie 
«•■al ■-<?•( irn con mv.M •!(•;•!. ion Services is i>. 5%. V. r cosi side r 
tis-t , rclurn is the minimum requirod by Bell to cnablc 
it lo . «i .i act capuul at a rcasuiv:olo cosi and ic> mr lwlaiji the 
crcdit of Bell; and to assurc coniinued, adequatc an I safe 
inlerslate and foreign communications service to i.he 
public and to provide for ncccs' ary cxpaiision to moel 
fulure rcfjuiremenls. 


The minimum overall return was computed as follows: 


Item 

Proportion of 
Capital 

Cost 

Rate 

Proportion of 
Total Cost 

Debt 

VI 

6. 0% 

2.7% 

Total Equity 

55% 

10. 5% 

5. 8% 

Total Co st 



8. 5% 


(38 FCC2d 2 13, 241), 

At the same time the Comrnission determined thal ii "should adopt 
an appropriate range of return by which to measure the reasonableness of 
BelPs futurc earnings and revenue rcquirements, " (38 FCC2d at 245) 
(Emphasis supplied). Accordingly, it speeified "a range of 8. 5-9. 0% as 
the range of reasonableness for the earnings of Bell . . , " (Id. ). 

Based on tnesc determinations, the Comrnission gave AT&.T per- 
mission to file tariff revisions which would enable it to incrcase interstate 
earnings to the 8. 5% level. As a result, AT&.T was perrnilted lo file rate 
increases to producc $145 million of additional net earnings bcforc income 
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rcquested until the currcnt filing. 


B. The Currc nt VALL^l 

On January 3. 1915, nome 30 mouths atter the Cemmisslon-* dcci- 
8. 5-9. or. rate of return. ATAT «led the currcnt tariff 


sion prescribing a 

revisions to bc effective March -1, 1915. The filing anticipntes additional 
revenues ot $111 million in Interstate revenue» lieiore icderal inoome tax 

and additional net earnings after laxcs of $-133 rmUion. 

The basis for the increascd rates is contained in a letter attachcd 

to the filing by AT&T Vice- President, dames H. Billingsley. He states. 

The proposed rate clianges are the conscquence of the 
extraordinary inflalionary presr.urcs that have been 


4/ The Commission'» DocLIon and Order is under rev.ew by ‘^f^.2051 

Court of Appeal* for the Wstrict ,,f ‘Smmi’ssio„'s findings regarding 

Significantly, the only substantitcallachon ; rcducti o„ from 8.5% 

a fair rate of return is by Kalph Ivioci v ho a g 


a 

to 8.2%. 
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tross 

Thus, 

the 
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Current conditions in Ihe financial markets have 
created an urgent need for a leve! of earnings higher 
than Ihe Commission ollowed in 1972, to enable the Bell 
System to raise rcquired Capital. 


v V V 


There have been dramatic changes in financial 
and economic conditions sincc the Commission’s rate-of- 
return decision in November 19 <2. 




Today the cost of new Capital is sharply higher 
than the levels of 1972. 

In conclusion, Billingsley admits that the proposed rates are 
based on a dramatic and unilateral changc in the rate of return previously 
authorized by the Commission: 


recjuirc an 
on inve 


The se economic and financial circumstanccs nov/ 
an Interstate earnings level of 10-1/2 to 11 percent 
st ment, in order to sustain the financial, integrity of 
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As sliown in the folloving tabiiV ’ nm, 


ihosc expeeied changcs. 


along with theii’ aseocin’ <' 
reiurn of 10. 75 pcrcenl. 
tariff filing indie&tcs Uial 


( ftCClP, v.-ould yicUl an overall rate oV 
T!n mmpnrl nTerial srbmittcd by AT&. 1 with its 
ila i' , raius v.ould slimulate a prlce-clastic 


contraction in demand which v: 


mated $192 million and the nei 


endd redreo operating expenses by an esti- 
inveslment by an esliniated $880 million. 


Bell System lute 


T otal Revenue» 

Ex penses 

Except Taxes 
State and Local Taxes 
Federal Incorne Taxes 
Total Expenses 
Net Earnin gs 
A v e rage Net Investment 
N et Earn ing s to A v e rage 
Net Investment 


; ,i P t c Services - 107b View 
\ <•>%•(•! - '.Miibions) 


At 


5/ 


At 


8 / 


Differcnce 


$ 9,097 

$ 9,814 

+$ 

717 6/ 

5. 983 

5, 791 

- 

192 6/ 

7 54 

791 

+ 

37 6/ 

705 

1, 144 

+ 

439 6/ 

7, 442 

7, 726 

+ 

284 

1, G55 

2, 088 

+ 

433 

20, 246 

19, 366 

- 

880 7/ 


o r) nf 

o. Z /o 


10. 7 5% 


5/ Bell Statement 2, Attaehment A, page 1. 

Gl Bell State ^ent G, Attaehment K, page 1. 

7/ Cost Data Volume 1, Section 2, page 1. 

8/ Computed by applying "adjustment" to value.-; at present rates 
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j\'o. lb)?.; ), woulci amount lo $168 million, or I. 8 pcreont. ihi.s ineren.-»c 

9/ 

cont rasis wiih the 7,9 pcrccnt rate iuerca.se l eqacsieci by Ai & i. 


Bell System Interstate Sc 
(Annual Level *• 


•vices - 197b View 
I i 11 iom) 


Total Hcvennes 
Expenses 

Exeept Taxes 
Income Variable Taxes 
Total Expenses 
Net Earnings 
Ave r a gc Not ] nve st ment 
Net Earnings t o A ve rage 
Nct Investment 


At 10/ 

Present Rates 

At Rates to 
C.cnerate a 

K. 75% Return 

Differenee 

$ 9,097 

S 9, 260 

•;■$ 

163 

5, 983 

5, 939 

- 

44 

1, 459 

1, 567 

4 

108 

7, 442 

7, 506 

4 

64 

1, 655 

1, 754 

4 

99 

20, 246 

20, 046 

- 

200 


8.2% 8.7 5% 


III. The Proposed Rate Incrcases Should Be Rejected 

Because They Fail to Cor . _y With the Communica¬ 
tions Act and The Decisions and Regulations 


Issued Thereunder 


^ 9/ Cornputed on the ratio of $717 million, the amount of revenue increase 

For 1975 shown in Bell Statement C», Attackment K, page 1 over $9, 097 
million, the revenue forecast for 1975 at present rates, as shown in Bell 
Statement 2, Attachment A, page 1. 


10/ Bell Statement 2, Attachment A, page 1 
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A «dgiufiear.t portio.i of the hur, ?7J7, 000, 000 hmrcnsc involvc-d 
iu 15,0 present Blings resulls fron. Bali', propo «o increast: the overall 
rate of return on its intorstnlr tehmhrv a servirer. from the 0. 5-9. 0% 
ranj. (! prescribcd in this Commis:don's dccision in Phase I of lJockct No. 

19 i 2 }) (ATfrT, 38 FCC2d 213) to a r:ui»c of 10. 5-11.0%. See Bell Statement 
5, Attachmenl P. For the reasons detniled below it is submitted that no 
part of Bell's overall rate inerc.me .'.temming from ila proposed merease 
in rate of return can be made efiective except pursuant to an express authorizing 
order of the Commission after appropriatc proceedings held in accordance 
xvith the provisions of Section 203 of the Communications Act of 1934, as 
amended, 47 U. S. C. §205. Morcover, assiiming arguendo that the Commis- 
sion possesses the power to issue such an ordfcr prior to the completion of 
Section 205 proceedings, no showing has been made in the Bell filings which 
could conccivably justify an order by the Commission permitting overall 
rate increases which are based upon the requesled increase in rate of return. 

1. The Oovcrning I.aw 

The rate filing provisions of the Communications Act indicate that 
Congress struck a "careful balancc of interests" in devising the statutory 
schcme. United States v. SCRAP. 412 U. S. 669, 697 (1973). In general, 
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rates for a statulory period up lo three months and order an investigation 
into their lav/fulncss. 47 li. S. C. 20-1; America n Tele phone and Telegraph 
Co. v. F CC , ‘11)7 i/. 2d 805 (2d Cir. 1073). Aller tho statutory period expires 
the rates gc into effeet pending the outeorae of the Commission^ investigation. 
The carriers, hov/eve»•, nr.y bo required to keep account of iucreax ;as eollectcd 
so tha! refundo wmy be made, v.ith interest, if the new rates are f (mnd to be 
unjustified, 47 U. S. C. 2 04. 

Following a full invcRtigation and hearing the Commission has the 
authority, where it finds that the carricr made rate is or will be in violation 
of the provisions of the Act "to determine and prescribe what will be the 
rnaximurn or minimum or inaximum and minimum, charge or charges to 

ul 

be thereafter observed ..." 47 U. S. C. 205. Finally, Scction 408 of the 


11 / Scction 204 of the Act provides that where the Commission holds a 
hearing on a carrier proposed rate it can, after the hearing, "make sueh 
o-der with reference thercto as would be proper in a proeeeding initiated 
after it becarne effective. " In otlier words, a Commission determination 
of the propriely of a carrier’s rates after hearing constitutes agency made 
rates rcgardless of whether the investigation was initiated by the carrier 
or the agency. 


Å 




/ 



ihercin. 47 IJ. S. C. 40o. 


Thcse provisions of the Comme bcations Act, like those of a number 
of other fcdoral rcgulatory staude:; pr ■ ■. i c'. : nt* for rate regulatiun, have as 
their basic intent the prevention of a siur.iion v.hcre an agcncy's prcscrip- 
tion of rates after a lengthy hearing co .Id be nullificd by a carrier filing of 
new and higher rates than those prescuibod and pult.ing them into effect after 
the limited notice or suspension perioes applicable to the very different 
proccdares involving company made rate:;. The slalulory scheme was and 
is that, unless ard until the agency det er mi ne a the appropriatc rates for a 
regulated company after full proceedings, the company, within prcscribed 
limits of notice and suspension, will be permitted to put into effect new rates. 
Once such a final agency determination has been made, however, rate changes 
inconsistent therewith can only be made effcctive after an appropriale agency 
order authorizing such action. 

Thore is nothing novel in this basic distinetion between the procedures 
applicahle to changes in agency made rates as conlrasted v/ith company 
rnadc rates, or the necessity of mainlainiog the continuing effectiveness of 
agency decisions prescribing a specific rate. As the ICC said long ago in 

I 


I ■! •- 
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", City of Suringfiol d, To nn, v. Lou is vit) v 


N . K. Co. , ;»3 ICC 603, 00.'), 606 (1919). Sec also ?di:iirn um 1 ta t o s A ppli- 
cable to Ai»' Proiglit, Orclei No, U-17370, 3-1 C. A. J>. 263 (1961). lurluer- 
more, the Supreme Court has cxprcssly hold in Unit ed States v. Corrick, 
298 U. S. 13a, 439-440 (1936) in construing virtually identical provisions 


of the Pai l.c 


s end Scockyard Act 


of 1921, that v/here the Secretary of Agri- 


culturc preseribes the just and rcasonable rates which thereafter are 
to be charged, such rates bccomc the only lawful rates and so rernain unt il 
further order o r the Secretary. Soe also Ariyona C. ro co ry Co . v. At c hir.on 

T. & S. F. H y. Co. , 284 U.S. 370 (1932). 

The claim that a statutory rate filing provision such as Section 204 


of the Communications Act gives a regulatcd company the unlimited right 
to file and put into effeet new rate increases inconsistcnt with previous orders 
of the Commission has been expressly rejc-cted by the Supreme Court of the 
United States. Sec Permian B asin Area Itate Cases , 390 U.S. 747 (1968). 
Thus, in rejeeting a tax on a moratorium on the filing of any new rates in 
cxccss of thosc prescribed in the Commission's area rate proceeding in the 
Permian case, the Supreme Court stated (390 U.S. at 778-779):. 
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fulr.es s of '.he propored rates. :f r.', the end of the sus- 
pensjon period ; pprop? h-Je ord rs have not been issucd, 
the pr.iposed rc.to schcrulc hoc. rues eficclivc, subjeel 
only to a refund ohligation. In contrast, § 5(a) permits 
the Commissiop, upon co mp] ai r.; from a public agency 
or a gas distributing company, or on its own motion, 
to condeel procecdings lo dcter.mne vvhether existing 
rates arc just and reasonable, and to prescribe rates 
"to bc thcrcaflcr observed and in force . . , " Thesc 
imcsii's.ory nov; ers nrc not conditionai upon the fil ing 
by a nu: ural gas company of any proposed change in 
existing rates. 


Ccrtain of line producers urge that §§ 4 and 5 
must in combination be understood to preelude moratoria 
upon fiiings under 5 l(d). They a.ssert that the period of 
effeclivoness of a rnle detcrmii ation under § 5(a) is 
limited by 5 4(e); they rcason tiial 5 4(d) crcates an 
unrcstrictr d right to file rate changes, and that such 
changes may, under § 4(e), be suspended for a period 
. no longer than five rnonths. If this construetion were 
accepted, it would follow that area proceedings would 
terminate in rate limitations that could be disregarded 
by produccrs five rnonths after their promulgation. The 
result, as the Commission observed, would be that "the 
conclusion of one a ,- ca proceeding would only signal the 
beginning of the nc. , and just ar J reasonable rates for 
consumcrs would always be one area proccedir.g away. " 

34 KPC, at 228. 

Exactly the sarne rationale is applicable lo the provisions of Section 2 04, 
205 and 408 of the Communications Act of 1034, as amended, cited nbove. 




A. 152 



- Hi - 



i.l L 


, iiii ; I ■ 1 .• i : pli • 53 - .P‘i? 

, . , n V.r .) i .lic » l\nUm «.'• r ' parporl lo govt /a 

; ij )••< » : . t r rior rate iiicrciife bi'. *:*' limPod, ;■ • »;» the prosent 

sit nal io”, to a prosc ript ion of the nppi oprk.f.e ' a' 1 * o! ro* \: rn upon which ;■ 
carricr ma.v prcilicate valid rotes for iT erste.ic ror viet» subject to agency 
jurisdiction. Sec F PC v. Tennessee Ca*'. Transmissio n Company , 371 
► U. S. 145(1062). Cf., FPC v. Natura! c Fipoih m C o. , 315 U. S. 575, 

531 (1941). Tiie Tennessee case, supre ., pre.a ni cd a siluation strikingly 
analogous to the present one. There, the Commission, faced wilh a general 
i‘ate incrca.se hy a major pipeline, dosigru.tcc' for p' a>r hearing and deler- 
mination the issue of the reasonableness of the pIpclincTs proposed rate of 
return. At the same time it deferred until subsocjueMi dclermination its 
conclusion ar, to a number of cost of service ond cosi allocation issues also 
presented by the ralc filing. The Commission founo that the proposed 7 70 
rate of i’eturn was excessivc and dircctcd the pipeline to file reduced rates 
reflecting the maximum rate of return founcl to be appropriate and to refund the 
dlfferencc betv/een the higher rate already collected and tbat prescribed. 

The Sup re me Court affirmed the Commission decision over the objeetions 
that it could not issue a binding final order vvhich did not resolve all of the 
issues presented by the rate filing. In so doing the Court held (371 U. o. at 
154-155): 


Faced with the finding that the rate of return was exccs- 
sive, the Commission acted properly wil bin its statutory 
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To cio oiherwise v.oulcl have pern.utcu IVpposscc (las lo 
c.olloct lac il 1 »'; .>1 »*;■**«• for nu ru Ution •'! 1 II teonthr. at a 
cosi of over .$ ?G, :>'U>, 000 lo c on uimo-s. True, the exae- 
tion v.ouM have • a «mbjoel lo e nd, bul experienee 
has sliown lliis i«> . • j-oiuewl:.;!; h •..•ry i” \ i«• \v of the 
trickling down |> r-:s neeer.sr.• . lo he foBowed, the 
inciuental co.A o whicii is oflen horne by ihe consumer, 
and in view of liv wn. mat nal -c of or • oeiety v.hieh 
often prevent s rvfinuv from rcuehing i hose to whom they 
are due. 12/ 

2. The Commission r. Actions in 
• Pocket No . 19129 _ 

In the earlier di i : ve hre e detailed prior Commission actions 

v/ith respeet to AT&T propo. i rate increases (see pp. 4-7). Briefly 
stated, based upon its ca m ful and fully doeumented analysis, the Commis¬ 
sion in its Docision rejeelod ATkT’s clr.ims for a rate of return Of 9'. 5%, 
inc.ludirig a return on eemily of at least 12. (sec 38 FCC2d at 221). Instead 
it concluded that "the fair rate of return to Bell on its interstate and foreign 


12/ See also F. P. C. v. Nalural Gas Pipeline Co. , 315 U. S. at 585: 


. . . when exisling rates are found to be unjust and 
unreasonable, an order decreasing revenues may 
be filed without eslablishing a specific schcdule 
of rates. Since such an order may be in the interests 
of the public, as woll as the regulatod company, and 
is in harmony v/ith the purposes of the Act, it is one 
which the Commission has direretion lo make under 
§ 1G as appropriate to carry out the provisions of the 
Act. 


r 

\ 


/ 
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^■2 iiU, UOO, Od'.’ i ale* hu re «.->e Bell bad rr.ade cffcc.tivo sulrjeet t.o a r roa n 1 . in;, 
and re lund ar. of .lanuai y 2a, 1071. Instend Bell was aulkorr/.ocl to file 
new raten desirnod lo tooduce thr rl-15, 000, 000 the Comn.irrsiou foutul 
v.as rcqulred for Bell lo aehieve "i lie 0. 5% rate of return on ils inlerstatc 
operations v.e have foimd iierein lo be appropriate" 30 KCC2d at 2.50-251. 

Wliile the Commission opinion thus prescribed rates based upon an 
8. 5% overall rate of return, it also concluded that the "range of reasonablo 
noss>" for BelTs earnings on ils Interstate cperatlons v/ould 0. C/;‘ lo 
0. 0 r /o and that it would, thereforc, considerany future increasc in Bell's 
earnings within this range "to be acceptable withoul rcgulalory action on 
our part" 38 FCC2d at 215, £107. This mcant that, with the same Capital 
strueture arid embedded aebt cost, the return on cquity could increase 
from 10. 5% without further Commission action to approximately 11. 45%. 
Establishing this limited range for future permissible increases in return 


13/ This calculalion is derived as follows: 


( 2 ) 

Cost 


(3) 

Weiglited Cost 


La. 


S 


l 








A. 155 


li) - 


i km am. i i 
i:; il i' y . m 
opc-rai i x i r-. 


• , l ’*.»i»* : .! I ' . • i «• » i i J - ^ ‘ ’ • ’ 

• • i 1 1 : •* ob i*' i i' i f* oi the er*'-’ ■ 
. ule;- ut ih.: ! T iee Comnu: ie.i 
. it o. : lo Uif ahsolute minimum :• i 
rfficiency and prod.uct ivily a:- an 


ilv : i u,trfound, he 
: ■ - 1 - jedimes of the Adminb-. r.t- 
iu 3i■:prLe iucrcascs on 
; uj rntn. nrap.i! i mp rov ed 
anp! o:i' i:d e meanr. of inrreasing 


earnitv.s" (I_d. al 245-24G). 

Tiie pro-mdure adopted by the Cmvmis.-non lor resolution of the 

complex questions presented in the investigation of AT f: i tariif rates has 

been oxplicitly npproved by the Suprcme Court. Sce F. P. C. v. Ten nessee 

Gas Transmission Co .. 371 U. S. 145 (1962). In CJVC. v. Naturel Gas_ 

Pi peline Co. . 315 U. S. 575 (1911), the Court r.otc-d: 

The establishment of a rate for a regulsfted industry 
ofien in volve s two steps of different characti.r, one 
of which mav nppropriately prcc-ede the other. Thc^ 
first is the adjustmenl of the gener;.! -avenue U vel lo 
the demands of a fair return. The secor.d is the adjust- 
mcnl of a rate schedulc confo. min-, to iiiat level so as 
to eliminate disrriminations and unfairness from its 
details. 315 U.S. 575, 584. 14/ 


In short, we bolieve it is clear that the Com miss ion procecded 
properly and that its Decision in Docket No. 19129 fixcd and prcscribed 
the overall rate of return which the Bell system eould charge on its Interstate 


14/ Sec also American L ines v. L. R- N. R . Co. , ^92 U. S. a71 (1968) _ 
where the Court"rcoogniucd the uselulness ot .separate procecdings to 
considcr complex rclated issues pertaining to cosling principles. 
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'|j in r. 717 . 000, 000 r ,1 <7 ir f.i: in-.olved in Tran smitt al No.. 
is admiitediy proriicalcd iiT: 1 ' aljji upor an incrcase in the overall rate ot 
return from the 8. 5-9. 0% range prcsci ibed in the Commission's Docision 
in Dockct No. 19129 lo a range of 10. 5-11.0%. See Bell Svatcrncnt 5, Attach- 
ment P. Thir. new range for B.elPu overall rate of return is in turn composed 
of an asserted ir.crease in the cost of debt to 7. 0% which remains fixcd a.t 
45% of llell'; lot al capitalizr.tian, and an. al leg ed inc r ca se in the rcturii on 

equity to between 13. 5% and 1-1. 5 >o ( lbid, ). 

As KelPs State ment 5, page 10 maltes clcar, the aetual embedded 
% 

cost of debt as of November, 1974 vas G. 8%, somewhat below the figuro 

utilized in its present filing. Kven if we accept the 7% debt cost as the 

embedded cost likely to prevail for the Bell system in the near futurc, this 

change alone would not raise the overall return above the 9. 0% maximum 

16 / 

established in the Decisimi in Docket No. 19129. Instead, the proposed 


15/ Moss v CAB, 430 F. 2d 891 (D. C. Cir. 1970); American Telephone 
f£Wranh”c57 v. FCC, 449 F.2d 439 (2d Cir. 1971); cornpare National 
Association of Motor Hus O/nors v. FCC , 460 F.2d 561, 566-67 (2d Cir. 
1972). 


16/ Assuming the return on equity remains the same, the overall return at 
a - 7% embedded debt cost v/ould bo 8. 95%. 
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.,v 0 - ; ( ; ...... p ■ ;i ct l t\ ; c> ul f his t : We ibink it clear, lun.uv.i r. ih.tt 

the pronojcd cruiity rctu«‘» is fnr in r> r r. of limt prnvided by most :«•: ”l'i- 
toV y io,i rAri., fcdernl ond slute, to .iliiios witli eomparablo debt-e.jinly 
ratios. h. . , o. £>;., Consolidate d Gas £ noly Corp. . Opinion No. 703, i-PC 
Docket No. 11P71-77, is sut cd August 28. 1974 (11. 63% return on equity allowed 
to a gas pipeline v. ith a cnpitnliaalion ineluding 53. 81% equity). WV vUo 
sugge st ih: t the lic 11 just it i cut ion for the 13. 5-14. 5% return on cquuy 
elosely parallcls its showing for a 12. 5% return on equity v.-hich the Commis- 
sion rejeeied in its Decision in Docket No. 19129. Finally. wc think the 
Cormnission at Ibis prcliminnry stago of il s considerat ion can gi ve con.i- 
derable vveight to th.c commcnts filed by the Council on Wage and 1’rice 
Stability in its Potition for Suspcnsion and Investigation filed in this pro- 
ceeding on January 23. 1975. Spccifically, we refer to the discussion at 
pages 7-10 of the Council's potition, in which it delails v/hy it doe5. not 
believe AT&T has presented adcquate justification for its proposed increase 
in rate of return, and urges the Comminsion to subrnit such rate of return 
issues "to a delailcd investigation hefotv the tariffs are allowed to be co mo 


effectivo" (p. 10, emphasis added). 
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l the rcquesled rate increasc, based oa a prosci ibed rate of return, lo «o 
into effeel pendenie lite. Nor has Bell made a ny convincing show ing as to 
how such a result could be justified in view of the resulting serious inflationary 
impact of such an action. 

Wc do not suggest, howcver, that the Commission is barred from 
taking such rernedial action as it may deein necessary or appropriate in the 
light of its review of the Bell shov/ings before it. Thus, if the Commission 
should determine that such showings satisfy the requiremcnts of Section 


17 / Rejection of the present filing is fully consiøtent with the decision 
in AT&-.T v. FCC , 487 F.2d 864 (2d Cir. 1973), vhich invalidatcd the 
imposition by the Commission of a special permission requirement on 
the filing of further tariff revisions pending its final decision on the 
rates under investigation. Thcre the Commission claimcd that the 
special permission requirement was supoorted by "its broad inherent 
power to regulatc communications carriers ..." (487 F. 2d at 872). 

In reversing the Commission, the Court carefully distinguished the 
silualion, such as the onc presonted by the present filing, wherc the 
Commission pursuant to Section 205 of the Act prescribed a rate after 
full hearing and spccific findings. (487 F. 2d at 874-8). 
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prima fm it- case for sorr.e ineren.*;»* i’ 


ii to i•r , \c.‘ i. has made a 
a\o»\’ll return to initiale pro- 
ceodings looking lowards ’n on Fly dele -rrbvK ion a? to v.hether Bell shmild 
bo authorizod lo file new r.aics bnsed o.i :■ return in excess of the presently 
prescribcd 0.0% maxinium. Hut pend; such action, the rate filing should 
be rciected a» unauthorized to tbo extenl it ir. based upon a return in excess 
of 9.0%, v.ith Bell, at most, authori..oe ;o file new rates calculated to 
elirninate the excess. 


li. The Proposed R:;U: Incrcases Should 

Be Rejectcd Because They Fait To 

Mcet The Keporlin;, Requiremcnts of 

Section 61. 90 of t 5 r ComTniscioiVs K ule s 

—- 

In its final report and order in 1 >jckct No. 13703, the Commission 

2j./ 

adopted a new Section 61. 33 to its rules, which dofines the explanatory 


13/ Sce State ment of Charles W. King submitted herewith. 

19/ This would be consistent v/ith the action previously taken by the Commis- 
sTon authorizing AT&T to filo new rat.es req>iircd to producc additional revenues 
of $145, 000, 000 consistent v.-ith the prescribcd rate of return in JXnckcl No. 
19129, 38 FCC2d at 250-251. 

20/ Arncndment of Comnnssion'5 Kules Kelating to Tarifis and l.vidcnce, 

FCC 70-1090, 25 FCC2d 957 (1970). 

2J_/ 47 C. F. K. Section 61. 33. 
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tariff cii:”:'v.?s. 1'aragrapbs (a), tM ar:-! (r) of riu- n-.-w ;• -at i<>;. outline 
the rcqiii rements for material lo necoi peay ai i tariff charger. ur new 
tariff filmer.. ParaGraph (il) thon spclb; out more rtrir.gcnt roquirements 

for material to be submilicd v.ilii rei Le .. ratt iumr; .--os, incluuing the 

22 / 

present f iling: "the filing earrier skall sulimii all rost, marketing, and 

other dala on which it rclies in justifu ion of the ralo increase and in an 
approprin.tr-* form to serve as the carric-v’s direct ense in the event the 
rate increase is sot for Jrearing . .. 


The content of material which r-u::f be c> 

common earrier hearing procecdings is in turn 
23/ 


licret! in cvidcncc in 
spelle.1 out in Section 


1. 363(b) of the Commission rides: "there .shall be a clcar statement 
of the facts and juugments upoii wliich tonclusions are based and a stalc- 
ment of the relative weights given to ti:e various far.tors in arriving at each 
conclusion, together with an indicatiou of the alternative courses of action 
considered. " The Commission has specifically provided that failure to 


22/ Scction 61. 38(d)(2) defines the rate increases to which this Scction 
applies: "a rate increase in any service or tariffcd ilern resulting in moro 
than $1 million in additional annual revenr.es, as calculated on the basis 
of existing quantilies of service, witbout regard to the percentagc increase 
in such revenues. " Sinre AT&T's rate proposals will yield annual revenue 
increases of $717, 000, 000, this provision clearly applies to the instant filing. 


23/ 47 C. F. R. .Section 1. 3G3. 
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A:; s,:l foilh in V.k Statcnuint o CKvrlos W. King submitted nr an 
AUaclniunt hor* «o Inc Co.,1. Dala submmr d ny A TAT does not mcet oc 
satiofy tbo provisions of the Comniinsi rules which spccify Ihe roquire- 
monts for mTciai lo arcornpany the r -' j sf'T filipg seeking incrcases in 
tho amount cf $717 million. More panic ulnrly, as detailed in the aforesaid 
Attachment, analysis of the tariff f iling disoloses the following fatal defieien- 


A. Bell has not submitted a pi-ojeeuo:i of cosis for a three-ycar 
pcriod beginning at the date ol the filiag oi iho turiti matter. 

B. Bell has not submitted "estimater, of the effccts of the changed 
or new matter upon the carrier's traffic: and revenuea from the service to 
which the changed or new matter applics. " 

In light of the foregoing, it is submitted tkat the Commission should 
rejeet the proposed rate increases for the reasons that (1) they are predi- 
cated on a higher rate of return than prcscribed by the Commission, and 
(2) they fail to meet the reporting rcciuirements of Sectiori 61.38 of the 
Commission's rulcs. 


24/ 47 C. F. K. Section 61. 69. 
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selvcs just ify the fil ing 1 s suspennion 
unlikely cveni the CornmiSoion hold:- 


i’ic fuU stalnU ’ V period in the 
j •;v flo not vom-l state grounds for its 


out right rejeclion. This is parlicularJy true when it is recognized that the 
tlirec prior incrcases have been suspendert for the maximum period vit ho ut 
a determination of tlieir validity. Moi cover, there are addilional reasors 
which, in any event, rec]uii‘e the suspeusion of the pr esent filing. 


These additional infirmitics are fully detailed in the attached State- 
ment of Mr. King and in brief summary are as follows: 

A. BelVs forecasts of MTS message volmnes are based on out- 

dated economic data. 

B. Bell 's forecasts of the market for private line Services are 


based on obsolctc economic data. 


C. Bell's cost studies submitted as support for its projeetions 


under Scction 61. 38 are invalid. 




V. 


Any Order Suspending The Flates Should 
Contain A Provision For Accounting And 
Refund Witli Interest Of At Le a st 9% 


Scction 204 of the Communications Act provides that the Commis- 


sion may, following suspension of the rates for the 90 day statutorj period, 
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v.-ilh Oliu r- ;v;.el tory agt:i icies opera»ir g compa rable stalutory arhomci 

Thus, the Voderr.l Power Comroissior. • - adopted ride » v.I. el. proviv.c- ft r 
a i.et intcresl rate and has rccontly an mded those rul.ee to provirio for an 


inlcrost rate of 9%, Order No. 513, Oetober 10, 1974. Si mila r ly, the 
New York State Public Service Commission has proposedto increasc its 
inturc&l rate on refunds to ratenayers io 10'fa. Wc nubmit th.at a compar: ic 
rate of intei'esl shotild be imposed by the Commission ane applied in thm easc. 


VI. C onc l.ision 

In the tariff Jfiling under review, AT&T is seeking enormous 


mcreascs in rates which are unprecedented in amount and number of 
Services affcct.ed. Such increascs will have a severe inflationary irnpnct 
on the cconomy in general and will scriously and adversely affeet all 
corisumers. In its Comments, the Council on Wage and Price Stability 
expressed its serious concern thal such increases ". . . might re sult in 
substantial dislocations in various areas of the economy" (p. 12). For 
the reasons set forth heroin, it is submitted mat the tariff should be 
rejeclcd. In the ev -nt that the Commission is not prepared to do so on 
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Sift »mih ;U ; »ctiuU’u the earl inst r.'.b. 

Wi.v-ivfoj o, Acio.;|);.a: Jndiiclrlca Association of America, Inc., 
on behali of ils incmbcro, respcrlfullv pravs that the* Commission 
promptlv rajcci or suspcud, as heroinabovc recjuesi eu, lue clfcciiveness 
of the r.ilo increasos filert by aTciT Trans mil lai No. 122-»1, and that the 
Commission grant such further relief :.s may be just and proper. 


Rcspectfully submitted, 

AEROSPACE INDUSTRIES ASSOCIATION 
OF AMERICA, INC. 


By S/ Arthur Scheiner 

Arthur Scheiner 


S/ Richard A. Solomon 
Richard A. Solomon 


Sl R obert D. Hadl 
Robert D. Hadl 
Its Attorneys 

Wilner &. Scheiner 
2021 L Street, N. W, 

Wasliington, D. C. 2003G 
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January 28, 1975 
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Tn hi- cover letter to Chairman Wiley of the FCC, James R. 
Billingsley, Vice. President of ATM, stnted that the rate adjustments 
reqiieoted by Bell are "designed to produce a 7.2 pcrcent net increase 
in Bell’s interstate revenues." 1 Attachment A to Bell Statement 2 
shows that Bell anticipates total revenues of $9,097 million at 
present rates in 1975. Attachment K of Bell Statement 6 shows that 
the rate proposals vill generate a net revenue increase of $717 million. 
The percentage relationship of these two nunbers is not 7.2 percent, 
as Mr. Billingsley states, but 7.9 percent. 


Furthermore, the 7.9 percent is not a measure of the composite 
increase in rates. It represents the difference between two levels 
of revenue derived from disequal volumes of traffic. Bell forecasts 
that the rate increase vill cause a contraction of 195 million mes- 
sage toll messages and 1,512 WATS lines in 1975. 2 Thus, the 1975 
traffic base with the rate increases in effect is smallcr than the 
1975 traffic base under present rates. The requested rates applied 
t.o the same traffic base vould therefore generate a revenue increase 
greater than 7.9 percent. 


1 Letter from James R. Billingsley to Richard E. Wiley, January 3, 
1975, page 1; also, Bell Statement 1, page 6. 

^Traffic and Revenue Data, Volume 1, page 6. 
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II . _ ju. 11 
6 1 . 


-1 1 ‘ISilL the r eport i n„ ri.juire.• -ni.s v 1 
.. 1 j \_-_J : L ; •; ’J. L «A»: rules . 


•i' t i t ■' 


Tii it.-: f inn! report an-! order in Docket No. 1870?., 1 the Comnis 
Hl ° n a,U,pt0tl “ ,u ’ ;; sect - i on 61.38 2 to its rules, which deLines the 
support Material requircd to be submitted by carricrr; filing tariff 
changec. ParaGraph (a) identifies the cxplanatory material and 

data which nust be submitted in support of a changed anJ/or new 
tariff offering. 3 


(l) or changed natter, a cost of service study for 
all eleaents of costs for the most recent 12-month 
peri od; and for changed and new matter a study con- 
taining a projeetion of costs for a 3-year period 
beginning at the date of the filing of the tariff 
matter; and 

(ii) Estimates of the effects of the changed or new 
matter upon the carrier’s traffic and revenues from 
the service to which the changed or new matter ap- 
piies; upon the traffic. and revenues from the other 
service classifications of the carrier; and upon the 
overall traffic and revenues of the carrier. Esti- 
mates should inelude the estimated effects on the 
traffic and revenue data for the most recent 12-month 
period and projeetions for a 3-year period beginning 
at the date of the filing of the changed or new mat¬ 
ter. Complete explanations of the bases for the 
estimates should be provided." 


Relocins to Tariffs - 

2 

47 C.F.R. Sec 61.38. 

3 

Id., paragraph (a). 
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A. Lc*l 1 {'*!*; ror sub. ■j.tted '': i_ pt - 1 j; 
vi'.;iv }>.-.• inning n! the 

i i;t. r." 


io.toC co st. s for a th ree- 
", r j \w_ i i. li no, o f the l att l 1 


Volurne 1 o» the Co.-.l Dnta suhmitt -d by AT&T contains wh.it the com¬ 
pany purpoct» t o bo i ta respoituu to subparagfaph (i) above. Seclioa 5 
of that volurne dlsplays HclVs rcvcnuc-s, expenses and investmcnts for 
the 12-month period ended August 31, 197A. i'he s'e data are separated 
into eight service categories according to four different cost alloca- 
tion methodologics. This section purports to fulfill the Commis- 
sion's requirement for "a cost of service study for all elcments of 
costs for the r.ost rocent 12-rr.onth period.' 


Sections 2, 3 and A show cost differentials during 1975, 1976 
and 1977, respectively, reflecting the differences in quantities of 
service anticipated at present rates and at the proposed rates. Kone 
of these sec tio ns c ontai n any estimat e of the costs of the chan&gd 
matter, which would inelude seven out of the eight service categories 
shown in Section 5. All of these differentials are negative quanti- 
tics. suggesting that costs at the proposed rates will be lower than 
costs at the present rates. Yet nowhere in that volurne, nor in the 
supporting "Cost Data" volumes, are there any explicit displays of 
the base total costs during 1976 or 1977 either before or after the 
application of the dif ferentials. 


9 - 


-3- 





A. 168 


l n imly o, i * th, r.Uir, f iling is thc-r« a prosentalion ot 

t cL.il ro.■ t *■, aud thut .1» not even in H.o mtorial which purports to 

rt . * to Sci-tii..i Gl.;", Tue attaeloants Lo Bell r.tatcwsnt 2, "Bell 

Syst«-«a Interstate Operating Kcaulis" contain a "197Vlcw" of the 

System'a fota] interntnta conts under Bell'» aceour.Uug pla» and 

under the accounting plan u-.ed by the Cosnaission in FCC Docket No. 

16258. Thcse "views," howeve.r, represent costs only at existmg 

raten, not at the rcqueated rates, nor do they reflect the 197A labor 

agreement. 1 Although it is possible to construct a 1975 "view" ac- 

cording to AT&T's accounting plan by applying the differential 

revenue and cost quantities in Attachment K of Bell Statcment 6 to 

the data in Attachment A of Bell Statcment 2, Bell har. not provided 

any display of the full cost and revenue condition of its Interstate 

operations after the rate increases have been put into effect. As 

a consequence, there is nowhere in the filing an explicit computation 

2 

of the 10 3/A percent rate of return projeeted by Bell for 1975. 


Even less information is available for the forecast years 1976 
and 1977. Sections 3 and A of Cost Data Volume 1 present the 
differenees in expenses and investment between their estimated levels 
in 1976 and 1977, respectively, under existing rates and under new 


^Bell Statcment 1, page 5. 
2 Bell Statcment 2, page 16. 
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rate.. Yhey cuntain no cstimite.; of the abr.olute levels of cost in 
thosc year.-., nor are su< h esti.rrttrs il • played in any of the other 
"Cost Date." vclumos supporting the sisry Volurr.e 1. Apparently, 

Bell interprets the word "costr." in S. -ion 61.38 (a) (i) as mcaning 
absolute levels of cost in the retrosp..ctive context, that is, for 
the most rccenl 12-month period, hut as differential costs in the pro- 
spcctive context, that is, for the three->ear pfojection. The section 
itself offers no indication that Bell's interpretation is correct. 

There is not even the suggestion that the raeaning of "costs" should 
be radically different prospectively as conpared with retro- 
spectively. 

The impropriety c>f Bell's interpretation of the section's re- 
quirements is made obvious by a test of meaningfulness. The cost dif¬ 
ferential s v/hich Bell has provided are totally meaningless in the ab- 
sence of any estimates of the corrcsponding base costs to which they 
can be relatcd. The Commission cannot possibly know the significance 
of a contraction in annual costs of $279 million^ in 1977 without some 

impression of the absolute level of costs in that year. Nor does a 

2 

projeeted contraction of $1,091 million in net investment convey any 
meaning without any impression of the investment base to which it should 


*Cost Data Volume 1, page 013. 
^Ibid. 
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Iw .'.i', I.? . <• t !• i r os are siir.ply nb..ont t rom HcLl's pro- 

r-n t ;• i i oi>.. 

1 ' v i * n r. it , ..i ('ur do, Lii.it mea sures o« ru:, t d i f leven tial» 
created by tho rate chnnge v/ere indeed arv approprLate rcsponse to 
the foroca.it Ing rooulror.ant*? of Section 61.38(a) (i - ), t he «lata pre¬ 
sent cd by Bell apparently do not in fact neasure tbit iffect. Ac- 
cording to Bell Statement 1, the estimata of F.ell's 19/5 interstate 
revenue, expenses and return o.. investment at present rates which is 
contained in the attachinents to Bell Statement 2 "does not reflect 
the full year's impact of increased labor costs which will rise again 
in r.id-1975 pursuant to the recent labor settlement. Cost Data 
Volume 1, however, states Lhat the projeeted cost rcsults for 1975, 

1976, and 1977 "reflect the estimated effect of the 1977* Bell System 
2 

labor agreements." 

Bell does not explain how the 19 / 7 * labor agreements are re- 
flected in the 1975-1977 cost data. As indicated, tbose data are 
negative dif fcrentials which measure the contraction in cost resulting 
from the price-elastic. responscs in demand to the proposed rate in- 
creases. If the labor agreement effects are reflected in these dif- 
ferentials, as Bell's description would suggest, then the "pure" 


*Bell Statement 1, pages 5-6. 

2 

Cost Data Volume 1, page 007». 
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rost of feet of tir-; pv i. co-cL.v; i i <• roKporuif» i?? muc.h {;reat«r ti: "r» ''il 
:iu.Spocif .i.cally, H U shows thnl. t li • repros.;; i" ’ in «.•••.■•and c. n ■ d 

9 , 

by the rate iaerease would i luce. eiven..-'. l»y $J9L ; illion and in¬ 
vestment by $8S0 million in 1975. If thasc estircates are the net: 
of fc*ct aftor dedueting tbo offr-tling incrense in cost from the 1976 
labor agreement, then the aetual contraction in coat spec.ifically re- 
sulting from reduced consuner demand must be somewhat greater. Thus, 
eve.n if the forecasting requirc.T.ents of Scction 61.38 (a) (i) are as 
Bell interprets them, the data presented by Bell do not conform to 
that interpretation, but inelude the effects of a wholly extraneous 
consideration, the labor agreeir-nts of 1976. 
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• ’"' 1 . 1 noj ■ t. tcd "e r.tirites of the efficts of the 

r 1 .’”"' 1 or « \j ? i ■ r i.r>o:i th.» con - ! •» traffLc and rcv- 

*’i■ • i•' tror ill»- sc-rvir-- to vhlen th.- c hanc>r new natter 



A;uong Mit ellucts of Eell's rate propos.il w i LI. d;- a contractiori 
in demand owing to the price-elastic responses of the r. arket to the 
higher prires containcd in the nei; tariffs. Unaccovnt r.bly, Bell has 
attempted to r.easiire these price-elastic respouses lor only two of 
the eight major service categories affected by this rate increase, 
message telephone service (MTS) and WATS. Yet these tx;o Services 
can reasonably be expected to show the least price elasticity because, 
unlike Bell’s private line offerings, they are sold in almost purely 
monopoly markets. 

As for the private line Services, Bell has appnrently assumed 
that its 7.8 percent rate increase^ would cause no market reaction 
whatever. Tables 18 to 46 of Traffic and Revenues Volume 1 reveal that 
except for Series 2000/3000 telephone service, the market quantities 
of each of the private line offerings would remain unchanged between 
present rates and new rates. Even for Series 2000/3000 the only 
changes in market quantities between the present and new rates were 
those produced by MTS/V?ATS/Private Line interscrvice cross-elasticities. 


Bell Statcment G, page 26. 
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The r»; Vv.i:. i>>> rcfU-ction of rep re .se»! 


do..end owing to oarket price 


el a:; r j »• j. f ! 


Tn ji r i 11 >- filings, Roll has explicitly aeknowledged that such 
price el ast i.c i t Le ; do indoed oxist in the markets for the various 
private line Services. In a uarket study of private line Services 
made* in connerfion with FCC Do.cket No. ^8128, Bell classificd nnrbet 
reac.tions in three categories, (1) shifts to or fron other Bell Ser¬ 
vices, (2) shifts to or from corepetitive Services, and (3) repressed 
or stimulated denand. 2 .In the instant filing Bell has measured only the 
first of thesc three categories and this only with respect to shifts between 
MTS, WATS and Series 2000/3000. Yet in its Docket No. 18128 studics, 

Bell analyzed a test rate schedule (No. 5) which assumed a 15 perccnt 
increase in the rates for Series 1000, 2000, 3000, and 4000 private 
line Services. That study indicated that an increase of this mag- 

nitude in private line telegraph (Series 1000) rates would reduce 

3 

the airline miles leased in that service by three percent. Simi- 
larly, a 15 percent increase in private line telephone and telephoto 

4 

rates (Series 2000, 3000, 4000) would contract demand by 3.6 percent. 


^Traffic and Revenue Data, Volume 5, page 005. 

2 KCC Docket No. 18128, Appendix to Bell Exhibit 1, Section 5. 
3 FCC Docket No. 18128, Appendix to Bell Exhibit 1, page 4-1. 
^lbid. 
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Whilu it La reasonable to suppo.se thnt a rate increase of 7.8 per- 
generate a souov.dint str.aller contrac! Lon Ln de_’.a;nl, it is 
unrr . ;o;vihlo to assunu, as Bell has done, thal there would bo no 
coiitr.u i iaii vhatever. 

Also, as part of the same market study, Bell analyzed a series 

l 

of four alternative rate schcdules for the TF.f-PAK service (Series 

I .'>000). One of these test schedules (No. 3) involved an aggregate 

weighted rate inc.rease of 28 percent.^ Bell’s study indicated that 

2 

this rate increase would cause approximately 9.7 percent of the 
TELPAK telephone channel miles either to divert to competitive forns 
of communication or to disappear altogether due to renressed detnand. 
ln fact, the record of FCC Docket No. 18128 suggests that these 

3 

estimates of elasticity are almost certainly understated. Neverthe- 
less, even as estimated by Bell, they demonstrate the presence of 
substantial price elasticities for the TELPAK service. Rell has 
offered no justification for ignoring these effects of the rate increase. 

The consequences of these omissions cannot be predicted without 
knowing the speeific revenue/cost relationship of the market quan- 
tities lost owing to the repressed or diverted private line demand. 


^ Id. pages 1.1 and 6.1. 

2 

Id. pages 4.1 and 5.1. 

3 

FCC Docket No. 18128, Proposed Findings of the Airline Industry 
Parties, pages 83 to 125. 
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U the Joat rcvcaue excecJs the cost- »,.W, the rate. of n-iurn 

MnrøI «ill bo lo»* .U .tat forcca.-. V tall. Convorsely. It tta 

cost rojucrion c.xoaj* the revenue los». i« " ,ieU '» “ tc ot 
«111 ta groa. er tta» thut forecast . One thing i* «usonnbly eertaia: 
exep, in tue hlghly unlikely d»U- rta. the revenue lens »4 
the cont (including rnturn) savings «sulting £ro=. these private 
line elasticity effects exactly balance, hell «111 not realise a 
rate o£ return o£ 10.75 percent on Its 1975 investment under the 
proposed rate schedules as it has forecast. 



- 11 - 





A. 176 


III. 7U:_co_ptÅD-" Ji c <} J < u n d u, the rc l ;■%■'.nec of Be ll's proiection s for 

ptn p.j..e;'. of_ Ser t ion 61.3H of t he :sior>J r. vules, t he m erket, 

studio-; '..'.rirli under lii» Ln* i ;ito invalid. 


_le LI 1 s f orce n-Us of MTS rjssego volumes are based on o ut- 

dntcd teonc:.. Lc data. 


Bell based its projections of HIS message volumes on forecasts 
of economic variables for 1975, 1976 and 1977. Specifically, fore¬ 
casts of business message volumes were based upon projections of dis- 
posable personal incorte, the Consuraer Price Index and the AT&T Index 
of Industrial Activity.^ forecasts of residence message volumes 

were based on projections of disposnble personal income and the Con- 

2 

surner Price Index. 

3 

These projections wcrg made by AT&T as of September 20, 1974. 

Bell has displayed each index for October of each year from 1973 
4 

through 1977. Already the October 1974 FRB Index has been revised 
downward. On January 15, 1975, the Federal Reserve Board issued a 
revised value of 124.8, a substantial drop from the preliminary fig- 
ure of 125.5 which Bell eir.ployed in its forecasts. 


Traffic and Revenue L ta Volumc 3, page 31. (The AT&T index, which 
is no longer published, is based in turn on the Federal Reserve 
Board’s Index of Industrial Production.) 

2 Ibid. 

3 

Id., page 32, Footnote. 

4 

Ibid. 
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Uat;: i w.i cv-ii! for November and Deccmber of 19 7 '♦ indiente a 

o.nlinuod daclii ia • a.nc coudilions, not an upturn ar. r.olL's 
Ocio:-r 1975 estLi .te . v.il.d ir.ply. On Jnnuary 15, 1 975, the: Fed 
oral Reserve lic» ard i‘i..ned a November Index of 121.7 and a December 
[ndet: of 118.3. Tli.» Uni-.au of Lnbor Statistics of the U.S. Depart¬ 
ment of Labor has Ir.dicated Deccmber disposable personal income at 
an annuc.l rate of $ 3 , 008 . 7 , a dccline from the $1,010.7 October 1974 
value reported by hell. 


Recent economir forecasts indicate a continued dovmvard trend. 
The table below contrasts the forecasts in Bell's filing with esti- 
mates released by Data Resources, Incorporated and by the Vhnrton 
Economie Forecastin^; Unit, Incorporated. 


Disposable Personal Incorae 


Bell Filing (October) 

Data Resources, Inc. (year) 

Wharton Economic Unit, Inc. (year) 


1974 

1975 

1976 

1010.7 

1111.4 

1227.0 

979.1 

1060.3 

1184.9 

980.6 

1069.6 

1171.3 


FRB Index of Industrial Production 


Dell Filing (October) 

Data Resources, Inc. (year) 


1974 1975 1976 

125.5 129.0 134.7 

124.4 118.8 126.5 
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Thf recent i>nf> Re.;n'!r«;c»« proj 


io.v. iudi.cnte li Ulf- 1» 


lihoo-i 


i upl ui a unt i 1 «it 1< t IV/ 6. 


In Bell’s own filing* J • J * 


0’Lonry coat. radier ed the econoric 


forecasts Bell 


uscd for MTS message volu 


At page 22 of his 


stateruent, Mr. 0’Leary commented: 


"My own view is that the rccovery of business will be 
gradual in the latter part of 1975 end that economic 
growth in 1976 will continue to be less thar vigorous, 
with real CNP expanding something lihe 2-3 percent in 

1976." 

In spite of this forecast, Bell has assumed a 2.8 pcrcent increase 
in the FRB Index of Industrial Produetion between October 1974 and 
October 1975 and an additional 4.4 percent increase in this Index 
to October 1976. Using the latest FRB reported Index for December 
1974, a jump of 13.9 percent from 118.3 to 134.7 would be required 
in a 20-month period in order for Bell’s forecasts for October 1976 
to be realized. Mr. 0'Leary does not appear this optimistic. 


In spite of these economic dovnturns, Bell’s projections in 
this filing refleet a very substantial secular increase in MIS mes- 
snge volumes. According to Bell's operating data, the nuraber of 
messages increased from 3.573 billion in 1973 to 3.854 billion in 
1974, a growth of 7.9 percent. 1 At present rates, Bell forecasts 


1 Bell Stafement 2, Attachmcnt A, page 1. 
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* 


A. 260 bill Lon messages in 1975, 1 a growth of an additional 10.5 per- 

r.cnt. Furthonr.ari., li->11 indicates that at current rhtes it wi il 

2 

handle 5.7A billioa r/n.ages in 1977, a growth of an additional 35 
percent ovur the two-year period. 

Bell has concedod that its forecasts for 1975 may reflect too 

'3 

optimistic a view of the growth of the economy. The implication 
is that a lov/er rate of growth will result in a lower level of carnings 
for the Bell System. However, the Bell documentation provides no 
evidence that a slower rate of growth vould necessarily worsen the 
company's earnings posture. 

Quite the contrary, Bell bases tnuch of its argument for addi¬ 
tional revenue need upon the necessity to raise external Capital of 
about $A billion annually to support the current level of construction 
cxpenditures.^ Indeed, much of 3ell's opening statement is devoted 
to dire warnings of the serious consequences which would result from 
reductions in the Bell System's construction program. Attachment B 


1 Ibid. 

2 

Traffic and Revenue Data Volume 3, Table A3. 

3 

Bell Statement 1, page 5. 

^Id., page A. 
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Ln !'•••! i •; .u-.i-ul 1 revpuls tn U wel 1 ov.-r 60 
Capital pro:;ran is related to ;;ro.:th. CloarJy, 
rc>n - .• and thn requiroirent to con-.trurt n?v f a 
relntod, r.o that Bell's needs for cors truet ion 
it appeavs, the nation's cconony de.c 1 rn-. 


i-vcont of Bell’r. 

the st-owth oi the 
cili ties are close 
should decline it. 


ly 

as 


In fact, this reduetion in B 3 ll's corstruetion requirements has 
become manifest within the last week by a reported reduetion in the 
Br* 11 System construction program for 1975 from a previously announced 
10.5 billion to the tange of 9.9 billion, a lov:ering of new money 
requirements of approxiraately $600,000,000. Since Bell bases much of 
its justification for an increased rate of return on the burden of 
raising new Capital, the unanticipated slowing of the economy may 
paradoxically redound to Bell's benefit and reduce rather than in- 
crease its need for revenue. 


^Tclecoinmunications Reports, January 20, 1975, page 3 
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15 . 


Re11 ' foreia. t o f 
Ra: on ob?:o1 et r 


1 1 1 r. r.' 1 , r ’: r t f o v priv a t c: 
con in ir te. 


line scrvic ■ c r r» 


Mont of Bell’s market estlrantes for its private line 
uervlccs are derived from its filinjs in FCC Pocket No. 19919 which 
WC re transmitted to the Commission on February 14, 1974. Thus, its 
private line market estimates. are in virtually all cases based on 
information at least a year old. Furthermore, a great portion of 
the economic projection data which Bell used in Pocket No. 19919 re- 
flected conditions no raore rec.cnt than April of 1971. 


Bell states that for voice grade private lines traffic and 
revenue used as the starting point were taken from the study under- 
lying Bell’s revised Series 2000/3000 filing (FCC Pocket No. 19919)."^ 
Bell’ s market estimates for 1973, 1974 and 1975 at present rates were 
taken directly frorn the Pocket No. 19919 study workpapers. Data for 
1976 were also obtained from the Pocket No. 19919 study workpapers 
with an adjustment for distanccs less than 26 miles to reflect recent 
changes in the Interstate short haul rate schedule. Market projec- 
tions for 1977 were obtained by simple linear extrapolation of the 
1973 through 1976 data developed as dcscribed above. 


^Traffic and Revenue Pata, Volume 5, Tab 1. 
2 Ibid. 
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To Ji• <* ■>• the market effect. ol tif pf tvoncd Series 2000/30-.:) 
rate chnngoa, the only modifieation v/l\itl» lit; 1.1 nadn vato provido 
for cror.s-ol ant ici tier. between son» of i l r; private line Services, 

MTfi and h'\TS. ^ Chanp.es in mnrkec quant.it i ea for onch year as de- 
terwiued by the cross-elasticity analysl.» w^r. nlgubcaically added 
to the market projecticms for existing rater, usod in FCC Docket No. 

19919. As indicated above, Bell made no adjustnents to reflect over¬ 
gin elasticities (as opposed to cross - elasticities) of its private 
line Services. Nor has Bell made any adjustm.cnts to reflect secular 
market changes since the time of its Docket No. 19919 filing. 

Bell states that for most of its other private line Services 
source data were derived in a manner icentical to that employed for 
Serics 2000/3000 except that for these other Services cross elasticities 

vere not involved. 1 2 By "not involved," Bell means that these cross 

3 

elasticities, which it has recognized elsewhere, were simply neglected. 
For cxamplc, Bell developed its market estimates for Series 1000, 
which ineludes its subvoiee-grade offerings, and Series 5000, its 
TEI.PAK offering, dirc.ctly from its FCC Docket No 19919 data with no 
modifieation to reflect shifts to or from these private line Services 
and other private line Services, MTS or VJATS. For Series 6000, the 
traffic and revenue used as a starting point were taken from the 1973 


1 Ibid. 

2 lbid. 


See Section II of these comments. 
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>••• i 11 r. in. •nt.wy. 'Jiu-:. - . u k.-L quantities wcrc adjus Led upward 

to • i f*7/, ny ;»n;*]y f •:«; •. or n p..rc» nt annua 1 growth factor, for 

»-liU-‘.i i' . '11 p‘o.i.'.v no justLtication. FurtUermore, Bell's descriptiou 
ind Len tes thnt the saxa ono pv.-cent growth factor vas onployed to cx- 
trapolaLu 1974 data lo 1975», L976 and 197 7 , with no rationale provided 
for this approach. 

The Dockct 11o. 1S919 data which serve as a source of market pro- 
jeetions are in turn based on yet older information. Bell stated, 

"To projeet the Series 2000 and 3000 market quantities for the nine- 
inonth period ending Decenber 1971 and for calendar years 1973 to 1976 
it vas necessary to develop growth factors which, when applied to the 
Series 2000 and 30 A 0 NTC quantities in the Bell System Interstate 
private line inventory of April 1971, would result in new projeeted 
quantities for each of these periods."* Thus, Bell's private line 
market quantities in this filing trace back to its April 1971 inventory. 

In fact, the trend data is older still. To develop growth fac¬ 
tors, Bell considered the state of the national economy in the period 
October 1967 through April 1971. Bell analyzed two segments of this 
period: October 1967 tbrough Fcbruary 1969; and April 1970 through 
April 1971. An annual growth factor was computed as the simple average 


1 FCC Docket No. 19919, Bell Exhibit 4, Tab 3. 
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ol the growtli r-ili s for tiniiic* two perioJ'-,. 'Jiu.- nr-me 1 KxhJhit 4 
of 1 1 ; »i. ' i Mo. I 99i ' ind i co los a similai apprn •• • '*.;t, Li no i ull, 

of 14 -Ll’r. othor private; l ine offerings. For il:; projeetriou/i 

for tho porioc’ 1973 to 1 976 for Scries 1000 v.mc ol:,.» based on a con- 
parison of inventorie:; of certain items in So.rics 1000 in October 
196/, 1'ebruary 1969, Apr.il .1970 and April 1971. Tnventorjos for the 
sasne times were used to proje.ct TELPAIC growth Ln tho poriod through 
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IV. 


Aco rpt in”i_ UiV : 

purp osc u of Se ction 6 
stud irs which unde rli v* tin -M. 


v.uv-y. of o roiections fo r 

ct U-* C-.r. i *. s u L < > n_ *> rules, the co st 
ro invalid. 


Scction 1 of Cost Data Vol»..* 1 dor.cribas the Ball System, cost 

forecasts for the years 1975, 1976 uaJ 1977 "ns incrcmental cost 

calculations...based on the difference in quantitics or servree be- 

tween estimated levels for each of the three yeats under existing 

„1 

rates and under new rates. 


In interpreting this approach, Bell has translated these dif- 
ferential market quantities into new facility and equipment require- 
ments. These requirements in turn have been multiplied by estimates 
of the unit costs of new additions of the respective facility and 
equiptnent items during the three years of the forecast period. The 
cost of high capacity, high'frequency line transtnission, for example, 
reflects a projeetion of the average cost of additions of such facili- 
ties during the period 1973-1977. Other facilities and equipment costs are 
based either on the cost of currcnt additions or on cost projeetions 
of near term future additions. In no case has Bell employed the em- 
bedded cost of facilities added to the system prior to about 1973. 

Such a costing approach might be fully appropriate if Bell were 
analyzing only new additions to its Services, as for example, the 
cost of a new competitive service or of a serivee which only margin- 
ally affects the rate of growth of the overall system. In the present case 
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lioweve r , J»*? I 1 •' I ' 

dit ion:;, bul i ijoi 
pelLlive servicen, le* 
v;hich the System prov i 
measure a coat raet. Lo, 


• i,i;. to iieasuco tiic cost effoet n<>t of :ui- 

• i. et ion:, in service, not of pei iplvrnl tom- 

1 

of v i r t u 1 1 ly the e n ti r o rant',*:.. o_l .noryjLC/•?. 
dcs. Specifically, Bell. is attennting to 
of J,.ut 200 million HTS mossages and 1700 VLVTS 


lines. 1 It should olso be attempting to measure proportionate—if 
not greater—contrac Lions in its private line offerings, but as 
discussed above, it has inexplicably ignored all price elasticities 
for these Services. 


The incremental coat effects of major contractioas in service 
may take three forms. First, if there is a strong sccular, i.e., 
independent growth trend, the contraction in demand resulting from 
a rate increase may merely slow that rate of growth from that which 
would have been experienced had the rate increase never been iraposed. 
Second, there may be an acceleration of the retireraent schedule of old, 
usually obsolescent equipment. Third, there may be abandonment of 
sorae equipment v;hich is dedicated, by reason of either location or 
special design, to custoraers who will repress or divert demand in 
order to escape the. rate increase. 


^The principal exception in video (Series 7000) which accounts for 
about one percent of !>ell'E net investment on a Method 7 allocation 
basis. 

Traffic and Revenue Data, Volume 1, page 6. 
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Bell has chosen to reClect only th • first of these three offoct-. 

•! n it-, cr ! . i udy. The propricty of fchl-. Uent: t- «Icpcnda upon the 
presencc aud r.tiength of a strong secular growth trend. Although Bell's 
eat. i mater» of service volumes during the forecast pnriod suggert a rate 
of i ndepenrien l grovth of approximately 15 P ore eat nnnually be.tucen 
1975 and .197 7 , the discussion above har. revenled that the econoraic 
indicatorn ur,ed to projeet this rate of r.rcr.:th are overly optinistic 
in light of recent economic developments. 


Bell has totally ignored the other tvo effect.s, that of accelerating 
the retirciTicnt of obsolescent facilities and forcing the abandonr.rnt of 
dedicated plant and equipment. Of these two effects, the latter would 
apply primarily to the private line Services, for which Bell has un- 
reasonably assumed no price-elastic contraction in demand. Prior Bell 
studies have indicated that about 60 perceul of private line telegraph 
costs, five percent of private line telephone costs, and 16 percent of 
TELPAK costs rclate to non-fungible plant, that is, discrete facilities 
which could not be reassigned to other Services if the current demand 
for them by their present users were to disappear. Since abandonment 
of such facilities would, in effeet, involve a Capital write-off, the 
absence of any reflcction of this cost effeet may constitute a major 
understatement of the cost to Bell of imposing these rate increases. 


1 FCC Docket No. 18128, Bell Exhibit 22B, pages 012, 022, 031 and 040. 
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Moro significant, houevcr, vould be the er ror which rould re- 
stilt if the contrnctionx in demand c.rcated by Hell' s .rate increases 
triggereJ a ir.ajor accelo.v.Lion of the retire:.oit of obsolescent ia- 
cilitics. The rccord of FCC bocket No. 1812b sug&ests that this er- 
ror c.onld have a signif ic.tnr influencc on the rate of return which 
Bell will experience during the forecast pariod. Data provlded by 
Bell in that procceding revealed that the book cost of obsolescent 
line haul transmission plant was then (1969) greater than the cost 
of the new replacement facilities, even on a net investment basis. 



1969 BeP Sv; 

T „ 1 

sten Investment Costs 

Per Circuit Mile Per Carrier 

Terminal 

Short and In 

termediate-Haul 

Cross 

Net 

Gross 

Net 

Obsolescent: 

Open Wire 

$150.77 

$ 78.55 

$4,500.00 

$1,913.00 


Voice Fre¬ 
quency Cable 

200.36 

135.33 

— 

— 

Replacement: 

N Carrier 

38.15 

28.76 

1,250.00 

950.00 

Line-llaul 

Obsolescent: 

K Carrier 

36.55 

15.93 

1,400,00 

595.00 


Coaxial Cable 

17.74 

14.70 

1.050.00 

842.00 

Replacement: 


Radio Relay 

10.75 

8.32 

1,025.00 

822.00 


Airlines Rebuttal Exhibit 1, page 5. 
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To the 


tie:» a3 a u: 


L me * iona 
of high co. 


«.'\LimiI. t.h :l V.el 1 ha:» subsl itutod t'ho c»3t of new fncili- 
...uiuiu u. Lucrenontal cf feet of price-eJar.tic service con- 
j» .[i i n: Lea I ti>-' cf f cct would ba to hasten the retirement 
t, obso.lescout facilitios, it has und c rs t«.t tod the cost 


savings resulting from irs rate proposals. As a consequence, it has 
overstated its rate of return during tnc forec.ast period. Because 
of these retirementr», the- aetual rate of return rw.y exceed the 10.75 
forec.ast for 1975. 



/ — 


Charles W. King 
Snavely, King f* 


Ti^cker, 


Inc. 
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Before the 

FEDERAL COMMUNICATIONS COMMISSIOi 
Washington, D.C. 20554 


In the Matter of 

AMERICAN TELEPHONE AND TELEGRAPH COMPANY, 
LONG LINES DEPARTMENT 


) Transnittal No. 12241, 
: Filed January 3, 1975 


Revisions of Tariff F.C.C. Nos. 259, 260, * 

263, Increased Charges for Long Distance ) 

Message Teleco=unications Service » * 

Wide Area Telecomnunications Service IWATS;, ; 

and Private Line Service 

To: The Commission En Bane 

PETITION TO REJECT, REQUIRE WITHDRAWAL, OR FOR SUSPENSION, 
IN7ESTIGATI0N, AND HEARING ON PROPO SED TELPAK RATE INCREASES 

Coues dov the Air Transport Association of America (ATA). 
a party in Docket Nos. 18128, 19129, 19919, and 20097, by its attorneys, 
pursuaat to the provisions of Sections 4(i), 4(j), 201, 202, 203, 204 , 

205 , and 403 of the Communications Act of 1934, as amended, and Sections 
1.1, 1.363, 1.773, and 61.38 of the Commission's Rules and Regulations, 
and the inhereat powers, duties, and responsibilities of the Commission 
in implementation of and ancillary to the effective performance of its 
statutory authority, ~ and respeetfully petitions that the Commission 
grant the folloving relief, in the alternative, «Ith respect to certain 
increases in rates’ for private line Services of the American Telephone 
and Telegraph Company, Long Lines Department, Tariff F.C.C. No. 260 , des- 
cribed in its Transmittal No. 12241, dated January 3, 1975. for effective- 
ness March 4, 1975: 

1/ See United States v~Southwestcra Cable_Co. , 392 U.S. . l * 7 
“ and Associated Press v. FCC, 145 U.S.App.D.C. 172, 448 F.2d 1095 

(1971). 


c 


l 
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a. That the Comaission reject said tariff increasea, or 
raqueut or requlre their uithdraual or postponcmenC, voluntary 
or mandatory, as untimcly, invalid, and void; or 

b. That the Comraission 9 uspend the operation of auch 

revised increased charges aa inadequately justified, unjust, 
unreasonable, unduly and unreasonably discriminatory, unlawful, 
and contrary «-o the public interost, for the full atatutory 
period provided by law; institute an investigation and enter 
upon a hearing conceming the lawfulnesa thereof; and, if the 
hearing not be concluded vithin the period of auspension, requlre 
that the carrier keep accurate account of such anounta as may be 

recalved by reason of auch increasea; or 

c. That the Commissioo grant auch other and further relief 

as may to the Commiaaion seem Just and proper in the premiaea. 

In support thereof, petition ATA reBpectfully atatea as 

followa: 

I. Prelimltiary Statement 

1. Dy Transmittal No. 12241 dated January 3, 1975, AT&T has 
filed revisions in ita tariffs for varioua claasea of service vhich 
impose rate increasea upon private line Services d^signed to achieve * 
according to AT&T, roughly proportionate increasea in the rcvenues^from 
private line Services (7.47.) and from MTS (7.27.) and WATS (7.3Z), 
notwithstanding that the private line service» are competitive and the MTS 
TaT Bell Statement 6, Attuchraent A, page 1. 
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VJi Services ara -.saopoly Services so cha; increases in p rivne a line 
ra:>ij ura r.cco iilcuiy co raduca rarhor thaa lacresua ena contribaci of 
private iir.2 3ervice co ti.c carriers overall revenue requireaenrs; r.oc- 
wich3tandlng chat race decreases as well as rate increases have craditior.ally 
been applied to MTS and VATS in order to achieve a parcicular rata of rccum 
because they constitute some 87 percent of the Bell System revenues, so 
tl.at '"'er the past ten years, while the Bell System h3S reduerd its MTS 
nd WaTS rates, overall, so as co have reduced the aggregate of its Inter¬ 
state revenues by sooe $500 million, priv3te line rates during the same 
ten years have increased to produce revenue increa3es aggregating some $200 
million; and, above all, notvichstanding that the present filing seelc3 to 
impose a fourrh rate increase upon TELPAX in 5-1/2 years, although the 
Coaæission has yet to conclude the series of hearings to determine not only 
the proyrlety of any of the three prior increases, but al 60 whether the origina 
Telpak C and D rates, found justified by competitive necessity were conpensacar 
2. This petition is addressed prinarily to the impropriety of 


this further "paneaking" of private line rate increases, and especially 


those for TELPAX. 
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11. ot ?-•:it f.--r. er 

3. The Mr Trangt Association of Anerica la an unincotpotatad 
non-proflc association co^riscd of cosr-on carrier oe^bers consctcut-n* 
vircually all of the United States fla g lines authoriz.d and reguired 
nnder certificates of the Civil Acronautics Board to provide t.gulerl, 
scheduled alt transpottatlon over establlshed routes. As . Principal 
objective, ATA is engaged in the proaotion and dev.lopænt of air 
transportatior. to neet the present and fotute needs of forelgn and 
domestlc cosaaerce of the United States, the postal service, and the 

national defense. 

4. The airline indostry. a regolated industry licensed to 
operate ir. the public interest, i. a najor dy.uuaic force in the Anerican 
econony. EssentLl to the safe and «fficient conduct of it. business and 
operations and its continulag grouth i. the avail.bility of rapid. 
.fficient, «ation-ulde, and vorld-ld. wire and radio coeaaun tc.tion ^ce 
with adequate fadlities at reasonable charges". Thn nirlin» industry 

_ r tftjpax service, and is second on ly to the 
is the largest private user of TELPAK service, 

United States Covernnent anong all users. The co-.unlc.tlon. ».d. posslhl. 
h, JELPAK «re used in »an» wnys by the airlines to pronote s.f.C and to 

inprove Services to the public. 

Yf —section 1 of the communications Act of 19 34, as 
§151. 


/ 


amended, 47 U.S.C. 
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5. ATA vigorously participated ln the original TELPAK Case , 

Do eltet No. 14251, in the later stages before the Conmission and on appeal; 
it was an early intervenor and an active participant in Phase I-B of the 
AT&T General Rate Investlgatlon , Docket No. 16258, and in the T ELPA K 
Sharlng Case , Docket No. 17457, before the Conmission and on appeal; it 
has been an early intervenor and active participant in the TbLPAX-Private 
Line Case , Docket No. 18128, now awaiting a Reconmended Decision by the 
Chief of the Cotmnon Carrier Bureau; and it has been an intervenor and par¬ 
ticipant in AT&T Charges, Regulations, Classifica tlons and Practiccs for 

crade Private Line Service (High Density-Low Densitv Rate. St ructure) . 
Dod"** No. 19919, now awaiting Commisaion decision, and intervenor and a 
n>or .... - ited participant in AT&T Charges for Interstate Te lephone Service^ 
Docket No. 19129, now in hearing on Phase II of the proceeding, and an in¬ 
tervenor and active participant in American Trucking As soclations v. AT&T. 
Docket No. 19746, and ita successor "paper" proceeding. Regulator^ 

Pollclea Concemlng Resale and Shared Use of Comm on Carrier Services and 
Facillties . Docket No. 20097, presently in an interoediate stage of Conments. 

6. The airline industry represented by ATA, vhich is the largest 
TELPAK user in the private sector, second ooly to the United States Govern¬ 
ment among all users, would be most severely aggrieved and adversely 
affectcd by still another fourth round rate increase during the exten- 
ded perlod of unresolved litigation, when Telpak rates have more than 

doubled during the interim. Acronautlcal Radio, Inc. (AR1NC), the conmuni- 

*» 

cations company of the air tran3port industry, is AT&T's customer for the 
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industry's private line servicen. ARINC Jai.a disciose \that the chree rate 
Increases al ready at issne in Docket 18123, coirbined vith the proposcd 
furcher increases, represent a ..'4* ** overall ir.crease in charges for Teipck 


and related private line Services proviced to the industry. The foliovir.s 
table gives the cost.of ARIh'C's March 1971 private line Services, repricec. 
at the various rate levels: 



Original 

Tariff 

Interim 

Increases 

9/1/68 

Further 
Increases 
2/1/70 

Further 

Increases 

5/4/72 

Proacsed 
Further 
Incr«- is. s 

ARINC Private Line 
Charges 

29.7M* 

41.7M* 

57.OM* 

59.6.M* 

63.5M*« 

Aiuount of Increases 
Over Previous Rates 


12. OM 

15.3M 

2.6H 

3.SM 

Percent of Increases 
Over Previous Rates 


40Z 

37Z 

4.6Z 

6.6Z 

Total Amount of 
Increase 


12. OM 

27.3M 

29.9M 

33.8M 

Total Percent of 
Increase 


40Z 

92Z 

101Z 

114Z 


* See ARINC Exhibit 10, p. 2 (Docket No. 18128). 

** Calculated by increasing 5/4/72 Interstate charge» by 7.8Z 
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III. The Commission Has Never Deterralned Whether Any Of The 

Thrce Prevlous TELPAK Race Increases Were Proper, Or Even 
That The Original TELPAK C and D Rates Were Non-Comp en satory 

8. The issue of the proper rate level of TELPAK began with 

the lnvestlgation in 1961 in Docket No. 14251 into the lawfulness of TELPAK 

3/ 

as a new bulk communications offering by AT&T. In the tentative 

decision in 1964 in the TELPAK case , the Commission left open the question 

4/ 

for further hearing whether the original rates were compensatory: 

There 13 apparent justlficatlon for TELPAK C and D classl- 
flcations in terms of meeting comnetition from private micro- 
wave systems having channel capacities comparable to those 
offered by such TELPAK classiflcatlons . However, we ore 
unable to determine on this record that the rates for TELPAK 
C and D classificatious are compensatory in relation to the 
cost of fumishing the Services offered thereunder, and, thereforc, 
are unable to find that the other users of A.T.& T. Services 
vill beneflt and not be burdened by the applications of 6uch 
rates. (Emphasis added). 

5/ 

9. In the final TELPAK decision, the Commission expressly 
adopted these findings and concluslons "that although C and D TELPAK would 
otherwise be justifled by competltlve necessity, they have not been shown 
to be compensatory," and stated that from the cost studles belng conductcd 
by AT&T of lts varlous Services "it should be possible to develop from these 
cost studles more positive data relatlng to the cost of furnlshlng TELPAK 

C and D." The record was ordered reopened for this limited purpose, and 

AT&T '.a: Jirected to "submit for the record in this proceeding additional 

cost i the basis of whlch the Commission may determine whether or 

37 FCC~6 i - 039 (1961)' 

4/ 38 P.C.C. 370, 395 (1964). 

5/ 37 P.C.C. 1111, 1117-10 (1964). 


b . i . 
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roC the <>listing razea for TELPAK C and D are cocpensatory, together vith 
such revised cariff schedules as nay be indicacea by such data * * 

(Emphasis added). 

10. The narrov scope of the lssue renaining a3 to TEL.AK C 

and D vas recognised by the United States Court of Appeals for the District 

6 / 

of Columbia Circuit: 

Upon consideration the Commission concluded that the 
Telpak C and D rates uere justlfied bv corpe tition, and 
thls conclusion necessitated a c tennination as to vhether 
these rates vere compensatory, that is» vhethertney vould 

their ovn costs or would be a burden on other custoaers 
of the Company. * * * Upon conpletion of these inquiries the 
Commission vas unable to determine vhether the C and D rates 
vould sustain the burden of their <x/n costs and thus supply 
a jusification of the difference betveen those rates and 
the rates charged other customers. * * * (Enphasis added). 

11. On rcaand from the appeal, the Commission by Memorandum 
7/ 

Opinion and Order ordered the TELPAK proceeding rerminated upon the 

filing of revised tariff schedules disposing of TELPAK A and B's uni .vful 

discrimination, incorporated the TELPAK record into Docket No. 16258, and 

amendcd the issues in Docket No. 16258 to include a determination vhether 

the same original charges for TELPAK C and TELPAK D are just and reaaonable. 

On petition for partial reconsideration and modification, variou» lnter- 

venors, including the airline group, averred that the remaining iasue vith 

respect to TELPAK C and D should be reversed for determination in the 

existing Dccket No. 14251. Rejecr.ing this argument, the Commission tvice 

6/ America! Trucking Associntions. Inc , v. FCC , 126 U.S.App.D.C. 236, 

— 242, 377 F.2d 121, 129 (1966), certiorari denied 386 U.S. 943 

(1967). 

7/ 7 F.C.C.2d 30 (1966). 
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8 / 


e^haslzed la a Maaorandaa Opinion and Order on reconniderarion 

rhat the onli Issue wlth reapect to TELPAK C and 0 vas vhether «iisini 

rates are cotnpensatory. 

The Commission, ln acending its Order of October 27, 

1965, ln Docket No. 16258 (FCC 65-9>9) to xnclude a 

consideration of TEO>AK*s C and D ^ J d ,°^ ; 

was mindful of the fact that the onlv rena-r.m,. 

wlth re speet to TELPAK C and D vas wnether tr.e exist.n j 
wlth respect This issue deals vitn the over- 

uere compensatory . This issue ue , t 

^fT^el of eamings for the Services and aoes not r ..ate 
^ a detailed analysis of the speeific rates mvolved 
Arrordinely, since Docket No. 16258 contains vitnin it 
the°lssues of S the proper rate of return and the relation- 
shlDS ^ the level of eamings of the different classes 
of Services, it is the proper proceeding vithin vhich to 
determine the compensatory nature of TELPAK an an 
theix relationship to the other Services. 

* * * As ve have previously stated, the only ls - ^ 
rpmaininR Vith respect_t p . TELPAK C and D is «hether^tj g^ 
ar l conoensatory. As stated in paragraph 12 herco , 
the over-all level of eamings and 
does not relate to a detailed analysis of the speeific rates 
involved, and is therefore appropriate for determination in 
Docket No. 16258. (Eraphasis added). 

On four additional occasions the Commission has continued to recognize 
through various proceedings that the initial issue vhether the original ^ 
TELPAK C and D rates vere compensatory is "outstanding" and *Wesolved". 

12. Over the years, changes in the over-all Interstate eamings 
level have been aehieved by the Bell System by adjustments in the MTS and 

WATS rates, the monopoly Services constituting about 87 percent of 

While increases vere filed in 1952 and 1953 in 
total Interstate revenues. wnne increu 


8/ 6 F.C.C.2d 177 (1966). v r r 2<i 761 764, 7o8 par. 4 

9/ AT4T Cc neral Rate T nvestir.atloiv,. 18 F-C-C.Zd 33 ’ Fed * . 590 0 

_ (1966); TELPAK-Pri vnce Line Rate^Cgse. rCC 6o 38 , • 

(1968), 20 F.C.C.2d 383, 387 (1969), 33 F.C.C.2d 5_2, 525 (197 ). 
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crder to raise the level of Interstate earaings, thereafuer 

i- 195S, 1953, 1965, and 1969 the Interstate earnings level vas reduced 

by reducing MTS rates througn the continulng '■urveillance method of rate 

—Pula-ions, and in 1967 and 1968 as a result of the Comaission’s orders in 

10 / 

Phasn I-A of Docket No. 16258. The February 1, 1970, reductions in MTS 

rates included an offset of $87 million for rate increases in TELPAK and 

11 / 

other Services in order to maintain the rate of return^at the level 

resulting from the other $150 million in MTS reductions. 

13. On the other 1 ind, since 1963, when the Cosmlssixm in the 

Private Line Case , Docket No. 11645, directed reductions in the level of 

p-ivate line telephone rates and increases in private line telegraph channel 

13/ 

and st 3 tion equipment rates, the significant rate changes for private 

14/ 

line Services have been increases. There have been constant increase^^^^ 

in TELPAK rates resulting from the elimination of TELPAK A and B in 1967, 

the substantial "interim" rates increases which became effective September 1, 
16/ 

1968, the further substantial rate increases which became effective 

10/ Docket No. 18123, Bell L,.hibit No. 21, p. 11. 

TI/ FCC Public Notice 38859, FCC 69-1210, November 5, 1969. 

~\ 2 / TELPAK-Private Line Race Case , 21 F.C.C.2d 1 (1970). 

Ti/ Private Line Cases. 34 F.C.C. 217 (1963) affirmed sub nom Wilson & 

— Co. y. United States . 335 F.2d 788 (7th Cir. 1964), cert. denied. 

380 U.S. 951 (1965}. 

14/ Docket No. 18128, Bell Exhibit No. 21, p. 2 

T 5 / AT 6 T 3?vised Tariff Schedulcs for Private Line Servi ces and Channels. 

9 F.C.C.Zd 153 (1965). 

15 / TELPAK-Private Line Rate Case , FCC 68-388, 33 Fed. Reg. 5900 
(1968). 


1 
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izy 

Voruary 1, 1970 the eiicinacion of the sharing provisions of the TZFPAK 
13/ 

‘ariEi and the further increases in TZLPAX terminal and CCSA charjes 

19/ 

which became effective May 4, 1972. 

14. The effect of the TELPAK rate increases alone can be 
seen in the folloving table: 


) TELPAX Rate Increasea: 1968, 1970, 1972 

First Second Percent Third Percent 

Originnl Increases Percent Increases Increase Increase.» Increase 
Tariff 9/1/63 Increase 2/1/70 over 1968 2/4/72 over i 'i u 


Base Capacity (Per 
Airline Mile Per 
Month: 


TELPAX C 

("Type 5700) 

TELPAK D 

(Type 5800) - 

Service Terminals, 
Counecting Ar- 
rangements (Per 
Month) 

Additional Termi¬ 
nals and 
Arrangaments 
(Per Month) 

Telegraph/ 

Telephone 

F.quivalency 


$25.00 

$28.00 

12% 

$30.00 

202 

$30.00 

zo: 

45.00 

<>0.00 

33 

85.00 

89 

85.00 

89 

15.00 

25.00 

67 

35 00 

133 

40.00 

167 

5.00 

10.00 

100 

15.00 

200 

20.00 

300 

12:1 

6:1 

100 

2:1 

2:1 

2:1 

500 


17/ TF.l.PA K-Private Line Rate Case , 20 F.C.C.2d 382 (1969). 

18/ Decisjon and Order on RemanJ, TEl.PAK Sharing Case , 31 F.C.C.2d (1971), 

rcconsideration denied, 32 F.C.C.2d 619 (1971), affirmed sub nom. N ational 
Assn . of Motor 3us Onwers v. FCC, 460 F.2d 561, 24. R.R.2d 2052 (2d Cir. 

19 72) . 

19/ TELPAK- P rlvate Line Rate Co:;e , 38 F.C.C.2d 522 (1972). 
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15. The cocparative changas in the rate levela of »TH'< 
Principal tlaases nf service during recent yeats are reflected in the 
following table: 

in the T.evel of Rates nf «iT Cla.aea of Service 


Year w.eeaae Toll and M*TS T elephone Service 

1959 MTS rates reduced to reduce the System s 
Interstate earnings 

1963 MTS rates adjustad to produce a net 
reduction in interstate earnings 

1965 MTS rates adjusted to reduce the over¬ 
all level of interstate earnings 

1967 MTS rates reduced to reduce revenues 
approximately $1.3 million 


KTS rates reduced by $100 million 
to reduce annual interstate revenues 
under Phase X-A of Docket 16758 
(7-7.51 rate of return) 

1968 MTS rates reduced an additior.al $20 mil¬ 
lion to reduce annual Interstate re¬ 
venue* 


1970 KTS and WATS rates reduced $150 million 
to reduce annual interstate revenues 
plus an additional $87 billion to 
offset private -ine rate increases 

1959- MTS and WATS rates reduced ly 
1970 $500 million 


Private Line Services 


TELPAX A end B elir.:aatcd. 
Private line telegrarh 
increased, private iir.e tele¬ 
phone rates restruetured, to 
produce rate increase 


"Interim" private line rate 
increases in TELPAK C and D, 
telegraph/ 1 elephonc equiva- 
lcncy reduced from 12:1 to 6 
to produce rete increase 

TELPAK C and D, prograa 
trans mission, and TWX rates 
Increased *<y $87 million 


Private line rates increaset 
by $200 million 


i 
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Yjir 


15 71 


1972 


v. as s,»a TjII and WATS Toleahone S ervice. 

MTS and WATS rates increased by 
$■>50 million subject to hearing to 
increase annual Interstate revenues 
(Docket No. 19129) 

MTS and WATS rates increased by $145 
million to increase annual interstate 
revenues, Docket No. 19129 (8.5-9/i 
rate of return) 


?rl v ■ 


Lir.; 


Private line rates increased 
$36 million by increasos Ir. 
charge» for tertr.inn.la, av.tzr. 
ing arrangements accesa, a.v_ 
elimination of TELP.aK snar in. 


16. Accordlngly, when it ca»e ti», in 1972 to apply •» authoritcd 

increase in AT&T revenues at the concluslons of Phase 1 m 
the Bell System properly recognized that the revenue increase should be 
reallzed by an increase in KIS and WATS rates. and not by a still further 
increase in private line rates. Bell observed in a pleading filed in 

Docket No. 19129 on December 19, 1972, pp. 4-5: 

Re^oondents’ proposed rate filing of December 1, ^Wes 
f/abundantly clear that no increased rates have been 
proposed at this ti», fot the private Une -rvtces not 

nffectif fot the private ^"ntS 

!" Sl^TelenllTfllcts fro» thc.grjjKge d , incteases ano jmt 
V ' " Innreise of 7 ner cent 5F t h.ir resnectlve revenues. 

.h. reTcW efiect oi t he nrivat e_J ine increases tli at 

cf f cct lve ~or T w seven^njhpjlgiL jnpn.nent a l.^ pep^ ^ 

- 1 inrrp^p^ n revenue from these servicci - It ls entireiy 

—TTiite^to take into account these private line rate 
Tangcs ls ue pointcd out in Do eiet No. 18128 -ith tespect 

to these rates: 

VJith respect to the balancc of the increases needed 
to achieve the camings level snown to be «quired in 
Phase 1 of Docket No. 19129. $36 million «xU be pro- 
vided by the net effect of the proposed f™***™ 
private line rates and the elimination of ielp** 
aharlng.(Bell Exhibic 21, p. 13). 


20 / 


20/ 38 p rc7c.2d 213 (1972). 
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V,:jov.j r , 1963. thcre hava been_p ri yate lir.e _in - 

r. re a sos totali n? nup r oxinateiy $230 ni i li on on an an 
Tual basis. By contrast, prior co the January 1971 rate 
increase, >'.TS race levels hnd been reduced consistcntlv 
5 lr-. ee 1939 in an arount ey.ceecing $500 million or. an 
annaal basis. (dmphasis added). 


17. In giving permission to AT&T to file the proposed MTS- 

WATS rate scnedule subjeet to an accounting, the Commission rejeeted 

the notion that rate incresases are to be distributed by soine foroula 

aaong all of Bell's classes of service and reaffirmed that the quescions 

of rate making principles and factors, the rate levels of individual 

classes of service, and the rate relationships among the various classes 

of service are issues which must first be detercined in another pending 

20 / 

proceeding, Docket No. 1S128 . These are issues which uere first raised 
in-the AT&T General Rate Investigation, Docket No. 1625b, instituted 

—217 “ " 

in 1965. ' Time and time thereafter, the Commission has recognized 

that the question whether additional revenue requirements claimed by 
the Bell System are to be met by imposing higher charges on one class 
of service than on another, or what contribution each service should taake 
to the over-all revenue requirements of the Bell System, uas a matter 
to be deterained in Docket No. 18128, discrete from the rate of retum 


issue in othér proceedings, and that it is Docket No. 18128 which 


is concerned with the principles which should govem in the assignment 


of the Bell System's revenue requirements among its principal classes 

22 / 

o£ Services. 


20/ 33 F.C.C.2d 

21/ 2 F.C.C .2d 

2_2/ Ste. 

M - J , ^ 

(.972 i; 13 


934, 935, 987 (1973). 

871 (1965); 2 F.C.C.2J 142 (1965); 5 F.C.C.2d 844 (1956). 
6 F.C.C. 2d 177, 180-131 (1966); 27 F.C.C.2d 151. 155-136 
F.C.C.2d 603, 504 (1971); 33 F.C.C.2d 213, 216-217, 24r. 
r.C.C.2C 492. 493 (1972); 42 F.C.C.2d 293, 297 (1973). 
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in astabli-ih-ng the 
ho. the Cocr.issi 

of proceeaings in Docket No. 1 
priote relationships a-T.or.g the 
classes of Interstate service 


procedures for tne investigation in 

c.-. noted it had "referred to the pender.cy 

ei28 in which the deteraination of appro- 

eaming level or each of AT&T’s several 
23/ 24/ 

is to be made, and stated: 


The subject tariffs filing rest on an rmplicit conclusi.on. 
that the additionai revenue requirexents claimed by 
AT4T and the Bell System companies should be met by 
inposing higher charges on MTT users, to the excl-a- 
sion of increases or adjustments in the rates oi other 
classes of service provided by then. Tne basis for this 

assumption is not shown and we expect AT&T to carry 

the borden of proof o n this issue in Pocket No. 18128, 

inwhich ue also expect AT&T to demonstrate that the 

instant rate increases do not involve any cross-subsidi^a- 
tion of other Services provided by the carriers involved 
[Etaphasis added]. 


19 Acting on petitions for reconsideration and clarific3tion 

25/ 

of its hearing order, the Commission stated: 


Specifically a issua in MTT Docket No. 19129 are in- 

creased rates for rnessage toll (lont» distance) _telepnone 

service. Such rates are now in effect subject to accounting 
and refund. The justness and reasonableness of these in- 
creased rates (presently effective) is dependent inter glia. 
upon two factors now under investigation: (1) the required 
rate of retum for the Bell S/stem 1 s Interstate Services 
collectively; and (2) the proportion in which each of 
the Services shall contribute to the accocolishxent of that 
rate of retum upon net investment. The fir s t fa ctor is _at 
issue in MTT Docket No. 19129, the sccond is at issue 
hercin. [Docket 181 28 et al ). The lawfulness of the specitic 
incrcased rates filed by AT&T for nessage toll telephone ser¬ 
vice cannot be determined without resolution of both questions. 
[Emphasis added] 


23/ 27 F.C.C.2d 151, 134 (1971). 

24/ 27 F.C.C.2d at 155-156. 

25 / FCC 71-274 (March 17, 1971). 


I 
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:3 . In a ruiing or. a pa.ition by ATST for separation of the 

Trial Staff ir. Doeket No. 131..3, ».ne Ca. ss.cn s.atwd. 

r n t v c f ir3 t phase of 19129 we vill dezerair.e the rate 

li «turn to the Bell System. In 18128 accepting 

tnat rate of retum, ve vill determine vhat contnbu 

tion each service should make to the over-all revenue 

recu<recents of the Bell System. mus, althou^n che 

cwo cases are related, the issues in each case aie discrete. 

In folding in a further round o£ increaaes in 1972 into Doeket No. 18128. 

27/ 

the Commission declared: 

The fundamental questions vhich this [Doeket 18128) 
proceeding is expected to resolve are: vhat should 
be the appropriate eamings relationships among the ^ 
various Interstate Services offered by the Bell System, 
and, hov should the contribution to total eamings by 
each service be measured? 

21. In the Decision and Order on Phase I of Doeket No. 

28/ 

19129 the Cocraission noted: 

We made clear in our Order of January 21, 1971, that vith 
respect to the Phase I overall rate of return *;**“*• **"* 
vas a concurrent proceeding under vay in Doeket HB128 that 
involves questions relating to the implementation of our 
findings in Phase I on rate of retum. Thus, the issues 
in Doeket 18128 concem, inter a lia , the principles th 
should govem in the a.signnent of the Belt System", revenue 
requirement among its principal classes of Interstate 
and foreign. Accordingly, our January 21, 1971 Order pro- 
vided that implementation of our findings in Phase I vill 
be subjeet to the determinations to be made in Doeket 
18128 insofar as they relate to the assignment o _ 

requircnents to MTS that ve may find herein in Doeket 191 9. 


26/ 32 F.C.C.2d 89, 90 (1971). 

27/ 33 F.C.C.2d 522, 524 (1972). 

28/ 38 F.C.C.2d 213, 216-217 (1972). 


X 


v 
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A 


22. After a series or pleadings i» »*“* » CI sou ® ht “ 
inpose an cqual distribution of the rate incrcsse AT “‘ S Var jJ/* 

ci asses or service, th« Conaission said in apparent exarperatlon: 

V— ?et' - ion for Rccor.sideracion seeks to ralse the 

l It r~e relatioaships between MTS ar.d the other 
issue of ra.e * * * All ofthe arcunents 

«sei^ices oi ere V ^ rig-te rain? tion of__ the prop . e r 

5TT^ r^nrsr» Li£ «b f°^ p- . -^ °“:y;? 5 g 

åu^^f^V^rMs 5 otoceefinR - riootnoté - crcatIons 

ln ,; s e ;^ in M r S!iT^ir^^rns m ^ ““isions 

is^sound* and^ecds no further 

MCl's Petition for Reconsideration will be denrea <. =P 

added). 

23. Accordingly, time and time again the Comnission has per- 
edtted rate iner.as. after rate increase to go into effect ebeo the funda¬ 
mental underlying issues remalns to be resilved. as to uhat ertent, i f 
at .11, tlasses of Service other than MTS and «ATS. such as private line 
1„ general or TELPAK in partitular. should be required to bear a rate 
lncre.se in order to raise AT8T's over-all rate of retvrn. Sinte an 
earl, resolution of the difficalt basic issaes in Dochet No. 18.28 nov 
„y be antltipated, vith a Recocnended Decision by the Chief of the 
Comaon Carrier Bureau vell past due. it clearly vould be most 
onerous and unfair for TELPAK user, to suffer a fourth round of inereases 
before the proprlety of .ny tncrease has ever barn established. The 
pyranidlng of rate Inereases on TEhPAK users has serlously prejudleed 
their right to a dctenelnatlon of the v.lidlt, of the original rate., 
ainte it est be rccognircd as a pragnatie consideration that . full 
and fair dctcinatlon of the proprlety of a rate Uvel is imm.asutably. 
29/ Ul I- C.C.2d 293, 297 (1973). 


T 
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possibiy hopeiasoly, compromised vhsn not one or two but three nigher 
levels are superir.posod for consideration. Basic faimess, it is sub- 
nitted, requircs that the Comission now draw the line against any 
further imposition of rate increases upon TELPAK users until the appro- 
priate rate na Icing principles and factors, rate levels, and rate rela- 
tionsnips be established by a final decision in Docket No. 18128. 

XV. The Comraission Possesses Plenary Power to Prohibit Purther 

Rate Increases Upon TELPAK When Three Earlier Rate Increases 
Are Already the Subject of an Unresolved Rate Proceeding 

24. The plenary power of a Federal agency to prohibit the pyra- 

miding of rate increases, despite statutory limitations on suspension, 

is vell established. In upholding the authority of the Federal Power 


Commission to impose a moratorium on proposed rate increases, the 

30/ 

Supreme Court said in the Permian Basin Area Rate Cases: 

Certain of the producers * * * reason that §4(d) creates 
an unrestricted right to file rate changes, and that such 
changes, may, under §4(e), be suspended for a period of no 
longer than five months. If this construction were 
accepted, it would follow that area proceedings would 
terninate in rate limitations that could be disregardcd 
by producers five months after their promulgation. * * * 

* * *fTlhis Court has al ready declined to flnd in §4(d) or 
§4(e) an invinc ib lo right to raise prices subject on ly 
to a six rnonth d clav and refund liability . (Emphasis added) 
31/ 

In F?C v. Texaco, Inc . the Supreme Court similarly recognized that 

an administrative agency, despite suspension limitations, may cut off 

Successive rate increases at the thrcshold: 

30 / 390 U.S. 747, 779 (1968). 

31/ 377 U.S. 33. 42-44 (1364). 
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i i. _ _ j jr' rc.te increases 

It aust be reaeabere t.a^ tn e Cocnission 

ure ir.itiated by the natural g the Acc t o ir.itiate 

havins the burccn oy re ^° n ‘ n i y 3 limited power to 
a heari°g on their ^ ^ fantes that scek 

suspend ne- rates r3nscd escalator clauses and 

to enter une ..exd : p . x or reaiv r.anipulation of 

^ e J"d? -ectio^e co^er 

££ threshold^of°the «»«prl M . At 1—t the Coaaission 
may bo conclude * * * . 

To require the Cotnsission , 

basis would require it, j nn c to reoeat in bearing 

“ -* rr 

1 hca g vast prolifera tion of heanngs * * *• 

^“«“r.o reason uhy under this s tatutory sehene the 

pxocesses o£ regulaclon need be en prolonged and so 

crippled. • 

t Aopncv to inpose a noratorium vas "un- 

25 # The power of the agency lu v 

qucstionably eet at rest ~ ta ynUed^Iffirnven^Co. v. Callea 
o ^eHes. inc . ~ where the Suprene Court upheld the "a.ple pouer" 

„ f the Conmiselen tu keep the prlce heve! relatlvely constant pendlng 
detennlnatlon of the Just and reasonable rate for consu^r protection 
during the interl. perlod. Congress, the Suprene Court sald In FPC 
Hunt , «ild not have Intended "tny such Incongruoua resulf as to penslt 
,b« connission-s pouer to revleu rates to be nulUfled b, subsequent 
Independent aetlon by the regulated entlty filta, nev rates. Ih. Court 
there repeated and reafftmed the language of Arlrntie Peflnlng ^o. 

...bue Service i" response to a claio that the vltallty 

of the suspension provlslons vas being tapalred: 

— --r-, r „ v ppr 373 F.2d 510, 527 (5th C1T. 1967), cert. 

32/ rn nf Iner.cal 0i l_.Cfl* v * •I—»* 

— den. 491 U.S. 917 (1908). 

33 / 382 U.S. 223, 22S (196 3 ). 

35/ 376 U.S. 515. 522. 523-524 (1964). 

35 / 303 L-.S. 378, 391-/2 <1 ^9). 


% 
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or l — 
— L. J 


~„,- s * 3 not ar. encroachment u?cn cha initial ra^e- 
:x,‘ privileges allcweo aacural gas coapames 

Act * * * but neraly the excrcisa o: -haw 
'**'t”*i — 'poscd on the Corr.r.ission to protect the pubUc 
Interest in detennining whether the issuance or the 
certif iaate is required by the poblic convenience and 
.* * * filt so conaitions the ceruixicate 

“fc Ch/co-unins poblic ~y be protect.J -hlX. ch. 

^ustoess ond r.asonabl.n.ss of th. pric. fix.d ■>? Jh. 
partl.s is being dec.rmined under other seccions o 

the Act. 2 b/ 

TO th. extent Chat «UUHLSiiÆi!!» »• H£ _ ** 


contrary. Chat d.cision has he.n sup.rs.d.d by~r. r.c.ot d.cisions 
of th. Supreiae Court such as th. Texac o cas. O-h.re toe lover 

Court hau r.li.d upon th. «lU-S cas. aoproach) th. Callia cas. 


(uhere th. Co-alssion had tr.at.d cas.s such as Will™t as "Judicial 
39/ — 

aberrations".' and the Pemia , n _Ar ea Rate Ca ses. 


36/ 

37/ 

33/ 

39/ 


40/ 


u , U.S.App Xc. 49. 294 F.2d 245 (1961). ert. den. 363 U.S. 972 

(1962). reh. den. 369 U.S. 813 (1%.)^ 

FPC v. Texaco. Inc ., 377 U.S. 33 

317 F. 2d 796 , 605 fn. 28 (l°th Cir. 1963) . Circuit had dis- 

S .e 335 F.2d 1004. 1017 (5th Car 1964) aIld the 

agreed vlth th. Co»mission's cl.i. of uhlt.v.r 

existence of. a p °"® r '“j '? ' c " sslv( , ly high.r rac.s ar. ahsolutely 
condicions to assure that ^ 2d at 1018 . The Supreme 

prevented f ion» being charged. • P-ifth Circuit 

Court rejeeted th. narrov.r construetion’ by th. Fi th Cxrcu^ 

of the Commission s power. Even the separat p disaereed 

Suprome Court, concurring in P»tiss.nting 

•££.-* to 

a six-Dtonth d.lay and r.rund Uability. 382 U.S. at 
390 U.S. 747 (1968). 
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26. In the Incot >k>lda. case. 


, Suprere Court upheld 


, T _f •* -a» . •**—»— *a Cocmissioci* to 
the authority of anothar agency, the Inters*-. 

,., D -ir v- n i' 1 'i as the Ccsaissior. 

hold the line on existing rates while it v* 

is in Docket No. 18128, general ratemaking princip^es: 

rr^.rr“-r-y— 

nf rhe cost standa rds to be « L i ^ h “• ---" 

mndal coat advantar.e s are recuxrcd. 

<°r su 

s±z r^i:L^r/: 

increases Dy p * * * The basis for this 

holdin^was the principle that £“ 1 ™ 

s u .*tiU u 

l n reaching th« !'*«}“i v ; T®"™incipU is «JU.11T appli- 
• SSTS »S «Suuhon carried Lc by the ICC 
phasis added). 

27. In other cases the Courts heve elso emphasized the broed 
regulotory powers of this Comaisslon ln the context of CATV regolation 
to effectuate Its statetory responsibllltiea. and to provid. interl. 

relief pending hearlng dcterminaticns. In *• *” tl *“ M aHI 

CabU - Co. . ~ the Suprerae Court guoted fron the Mdu Ba.ln Ar et. 

coses . supra. "We have eiseuher. held that w «r •*. * *» the ib “ n “ 
of conpcUlng evldence that such vas Congress's intention . . . prohib.t 
administrative action imperativa for the achievement of an agency-s 
z.l Tricon C^ Tial Lines. Inc, V. L onisvlile S ».».»■ ,Co^. 3» U ' S ' 

571, 590, 592 (T9b8). 

42/ 392 U.S. 157, 177, 1S0-81 (1968). 



I 
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ultioate purposes"*. and further declared: 

Coouisaion has its 

additional forms of V 5 ^® 1 _ % , be such a situation. and 

tHat the publtrintercst de^uds ’’de*ce™ine 

^TS^s-s, 

the Conatssionsauthorlty. .. such orde „. not incon- 

beon e«pUcitly authorii necessary in the executton 

alatent with this [Att), as 9 See also 47 u . s . c . 

of lts functions . 47 U.S.C. 9 3.oh\ i Conaission 

c . n1 /t n thase circumstances, we hola 

authority under the Coraaunications Act. ^ 

28. In r.pnpral Teleph one Co. of California v. FCC, 
the United States Coutt of Appeals for the Distrlct of Col»bi. 

Circuit further extended the ioplicit reeulatory authority of the 
Conanlssion in aid of ita explicit pouers. rejecting an argurcent that 
the provision for one mcthod of enforceoent vas exclualve and precluded 
the availability of other rcoedies to the Coooiaaion: "The contcntion 
that Section 312<b)’s enforceoent technlques are reatricted in appll- 
cabiilty to those partiea partlcularly aubject to the seneral regul.toty 
provisions of Title III also runa contrary to the reasoning of recent 
decislons «.ph.siring the flexihility whieh an expert resul.tory agency 
ouat posscss if it la to heep pace -ith a «111 burgeoning *—«»■- 

013 F.2d 391. 609 (O.S.App.D.C. 1969). cert. den. 396 U.S. 888 (1969), 
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29. In oroadcast matters, the Commission. has not hestiated 
to impose a "freeze" on broadcast llcense applicatlons without express 
statutory provlslons, pending decermination of general proceedxngs rela- 
tmg to the allocation of frequencies or the assignment of channels 
despite the direction of Section 309 of the Communications Act. as amen- 
ded, that it either ”shall grant" an application or "shall formally 

designate the application for hearing. 

The power of the Commission to grant the necessary re- 

lief appropriate under the circu.astanc.es is reflected, however, not 
only in the cases cited, but in Section 4(1) of the Communications Act. 
which authorizes the Commission "to perform any and all acts, make 
such rules and regulations. and issue such-orders, not inconsistent with 
this Act, as may be necessary in the execution of its functions"; in 
Section 4(.i) of the Act, which authorizes the Commission "to conduct 
its proceedings in such manner as vill best conduce to the proper dis- 
patch of business and to the ends of justice"; and in Section 203(b) of 
the Act, which provides that the Cotmnission may, "in its discretion and 
for good cause shown, modify the requirements" as to statutory suspen- 
sions "in particular instances or by a general order applicable to spe- 

cial circumstances or conditions. 

31. The dccision of the United States Court of Appeals for 

the District of Columbia Circuit in Associated Press v.JgC, 

TH -r~~T^7r^~~r.ov,. rn Acccntancc of Standa r d 3roncca» t_Ajg]l£V; 

— TTV r - 13A5 (1962), *2A K.k. 1340 (19o2); kcssler v. ICC,. 32 ° 0 

7„, " r n r Hirvev Kadio Laboratories, I_nc. v. United 

-r - nå s.- ->a *>Q n QS&l: Vindicitor P r i n ting Co. , o R.»'- 

t.o. v. ICC , zi a i • -o --mr;—yTT, r n9Sl) 

7- 77 . American Brn..:r... i tinj L ii. v. FCC, 191 F..d 492 USiU- 

r,/ i..App.D~l72, :72a 1093 (1971). 
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d . = _ , M a cor.tr ary ccncivssoa. Thi. Comission itself has not 

caregoricu-iy relected Us plenary paver to reject tariffs under appro- 
priate circtostances. but la cases such as those involving the 1969 
t - ?ak r a; c mcreases. has nerely held that it fiads r.a neeessity for 
t„e iaposition o£ such extraordinary rellef, vhile not deciding «rt. 
extent of its authority to grant the hind o£ rellef requested. 

I„ upholding the refnsal o£ the Coatai.sion to releet a second TELPAK 
tariff incresse. the Court of Appeals several tines in the Associate d 
Press c ase observed that the Connission vas acting vithin an acceptable 
areaof its diseretion . and that it vould not "reviev the iudgneot of the ^ 
Cocmission", and that "the Connission's coneluaion vas not unreasooable". 

The case thus afflms that the Court vill not reverse a reasonable exercise 
of. diseretion to pcnait a tariff to betone effective after suspension; 
it doe» not hold that the Court vill not pernit the Connission to exer- 
clse . reasonable diseretion to reieu a tariff. Thus the Court affinaa- 
tlvely recognlred "the pover and in sone eas.s the dut," of the Copsion 
"to rejeet a tariff that is denonstrably unlavful on its face.” The 
Associated Press deelsion nay therefore be read as an extenslon of the 
Arrov_Transportation case “ that the Court vill not int.rfere vith 
elther a Cannlssion action cr a Connission rcfus.l to act. at lesst 

UfiSSirrBi:' *«.'« 'n"! ' u«. 
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.hcre the Coasiissior. has acted reasonabiy and exercised a rcasonaoie 
discretion. And certainly a refusal to perrur a fourth round of T!-L?/u< 
rate increases to becoce effective, when the propriety of the original, 
first round of increases, the second round of increases, and the third 
round of increases, is still in litigation, and an early decision ruay be 
ex-pected, cannot be said to be in any vay unreasonable or an abuse of 


discretion. 

33. Under all these circumstances, it is respeetfully 
submitted that the Coircaission both can and should rejeet this 
fourth "paneaking" of Telpak rate increase upon Telpak rate increase 
upon Telpak rate increase upon Telpak rate increase, without any 
determination of impronriety in the original Telpak C and D rates, 
njvjch less any determination of the propriety of any of the intervening 
increases, or of the rate naking principles and factors for determning 
such propriety or impropriety. It is difficult to believe that the 
Cociraission vould find itself powerless to halt such abuse of its 


proccsses. 
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V. ATåT Has Failed co Keet the Reporring Requirements 
of Section 61.33 of the Cor-lssior/s Rules _ 

34. It is beyond dispute that the Comnission has the power 
to rejeet vnere the tariff filing in question fails to neet the require- 
ments of the Cotmission'3 own Rules for such filing. That the present 
filing fails to taeet these requizcments is demonstrated by two analyses 
prepared by a qualified economist-cost analyst expert. Mr. Charles King, 
and filed herewith in support hereof marked for identification as 
Appendices A and B. The First Appendix (A) shows the general deficiencies 
in the present tariff filing and the second Appendix (B) denonstrates the 
more specific deficiencies, as applied to the proposed fourth rouad of 
Telpak rate increases. 

WHEREFORE, THE PREMISES CONSIDERED, The Air Transport Asso¬ 
ciation of American respeetfully petitions that the Commission rejeet 
the private line service tariff increases in AT&T Transmittal No. 12241, 
filed January 3, 1975, or request or require their vithdraual or post- 

v 

poneccnt pending final decision in Docket No. 18128; or thnt the Conf- 
mission suspend the operation of such increases for the full statutory 
period and enter upon a hearing and investigation, subjeet tc an accounting 
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and thac the Caoxisslon S rar.t such other or further relicf os to the Co«- 

ai&sion nay seen Jest and proper in the prenises. 

Respectfully submitted, 

• en ero»viconr .iV^nr.TATION OF AMERICA 


by James E. Landry 

General Counsel 

Air Transport Association of America 
1709 New York Avenue, N.W. 
Washington, D.C. 20006 

William E. Miller 
Steptoe & Johnson 
1250 Connecticut Avenue, N.W. 
Washington, D.C. 20036 

Its Attomeys 


January 28, 1975 . 


ANALYSIS 3Y Ci-ARLES KING 
OF G3N-RA- D^.FICIiL.>C»Ej IK 
AT&T 1 S TARIFF FlLIGG OF JANUAKY 3, 1975 


In ics final report and order in Doeket No. 18703,* the Conmis- 
sion adopted a new section 61.38 2 to its rulcs, which defines the support 
xaterial rcquired to be subnitted by carricrs filing tariff changes. Para 
graph (a) identifies the explanatory material and data which mus. be suo- 
mitted in support of a changed and/or new tariff offering. 


"(i) For changed matter, a cost of service study for 
all olements of costs for the most reccnt 12-month 
period; and for changed and new matter a study con- 
taining a projeetion of costs for a 3-year peiiod 
beginning at the date of the filing of the tariff 
matter; and 

(ii) Estimatcs of the effects of the changed or new 
matter upon the carrier’s traffic and revenues from 
the service to which the changed or new matter npplies; 
upon the traffic and revenues from the other service 
clnssifications of the carrier; and upon the overall 
traffic and revenues of the carrier. Estimates should 
inelude the estinated cffects on the traffic and 
revenue data for the most recent 12-nonth period and pro- 
jeetions for a 3-year period beginning at the date of 
the filing of the. changed or new matter. Complete 
cxplanations of the bases for the estimates should be 

provided." 


1 Anendmcnt of the Commission' s Rulcs Rclating to Tariffs and Evidence, 
FCC 70-1096, 25 FCC 2d 957 (1970). 

2 47 C.F.R. Scc 61.38. 

•'Id. , pavngrnpii (a). 
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1. Tr.o nte ir.crc.iscs v hic.h Be ll n ronoses are i n fnet crcater 
ti» ar. the sCunor z materlai i i lcd by le i 1 vomd lnuieaco. 


In his cover ieLtor to Chairman Wiley of the FCC, James R. 
Sillingsley, Vice President of AT&T, stated that the rate adjustments 
requested by Bell are "designed to produce a 7.2 percent net increase n 

interstate revenues."^ Attachraent A to Bell Statenent 2 shows that 
Bell anticipates total revenues of $9,097 million at present rates in 1975. 
Attachment K of Bell Statement 6 shovs that the rate proposals will generate 
a net revenue increase of $717 million. The percentage relationsaip of 
these two numbers is not 7.2 percent, as Mr. Billingsley states, but 7.9 
percent. 


Furthermore, the 7.9 percent is not a neasure of the conposite 
increase in rates. It represents the differencc between two levels of 
revenue derived from disequal volumes of traffic. Bell forecasts that 
the rate increase will cause a contraction of 195 million message toll 
messages and 1,512 WATS lines in 1975. 2 Thus, th 1975 traffic base with 
the rate increases in effect is smaller than the 1975 traffic base under 
present rates. The requested rates applied to the same traffic base would 
therefore generate a revenue increase greater than 7.9 percent. 


‘hetter from James R. Billingsley to Richard C. Wiley, January 3, 1975, 
page 1; also, Bell Statenent 1, page 6. 

2 Trai.fic and Revenue DaLa, Volumc 1, page 6. 
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2 . 


ner 


lbnitted " 



M 

n.-!: ter. 


oreipetion of costs for a rbree- 
he fijca o: the filing ei Chc tar- 


i 


Volume 1 of the Cost Data submitted by AT&T contains what the com¬ 
pany purports to be its response to subparagraph (i) above. Section 5 
of that volume displays Bell's revenues, expenses and investments for 
the 12-month peried ended August 31, 1974. These data are separated 
into elght service categories according to four different cost alloca- 
tion methodologies. This section purports to fulfill the Consis- 
sion's requirement for "a cost of service study for all elenents of 
costs for the most recent 12-month period." 

Sections 2, 3 and 4 show cost differentials during 1975, 1976 
and 1977, respectively, reflecting the differences in quantities of 
service anticipated at present rates and at the proposed rates. None 
of these fo ctlons contain ar.y estinate of the co sts of the chanee d 
natter, which would inelude seven out of the eight service categories 
shovm in Section 5. All of these differentials are negative quanti¬ 
ties. suggesting that costs at the proposed rates vill be lower than 
costs at the present rates. Yet nowhere in that volume, nor in the 
supporting "Cost Data" voiumes, are there any explicit displays of 
che base total costs during 1976 or 1977 either before or after the 
application of the differentials. 
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I, only one place In the en.tire flling i. there » Pfcsentatior. of 

a..al costs . and that is not even in the material -hich petnotts 

tespond to Section 61.38. The attachmcnts to Bell Stetenent 2. *S, u 
System Interstate Operating Besults" contain a "1975 Viev" of the 
System* 9 total Interstate costs under BellUaccounting plan and 
under the atrountins ?lan used by the Commission in FCC Docket So. 
16258. These "views," houever, represent rosts only at existin* 
rates. not at the requestsd rates. nor do the, reflect the 1974 labor 
agreement. 1 Although it is possible to construct a 1975 "vieu" ac- 
cording to AT4T*s accounting plan by applylng the differential 
revenue and cost quantitles in Attachment K of Bell Statement 6 to 
the data in Attachment A of Bell Statement 2. Bell has not provided 
any display of the full cost and revenue condltion of its Interstate 
operations after the rate increases have been put into effect. As 
. consequence. there is novhere in the filing an explicit computation 
of the 10 3/4 percent rate of retum projected by Bell for 1975. 


Even less Information is avallable for the forecast years 1976 
and 1977. Sectlons 3 and 4 of Cost Data Volume 1 present the 
dlffereuces in «rpcnses and investment betveen their estimated levels 
in 1975 and 1977. respectively. under existlng rates and under neu 


*øell Statement 1, pu&e 5. 

2 P£ .H Statcraent 2, page 16. 
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They contain no «stimatoa of the absolot. levels of coat In 
thoeo years, nor ara such estlmatcs dlsplsyed ln «ny of tha othar 
«Cost Data” volumes supporting tha euomaty Voluma 1. Apparently, 

Bell interprets tha Word "costs" ln Sactlon 61.33(a)(i) as meanlng 
absolute lcvels of cost ln tha retrospectlve contaxt. that 1». for 
the' most racant 12-month parlod, but as diffarantial costs lo tha pro- 
spectlva contaxt, that is, for tha chree-year projection. The scctror. 
itsalf offars no indicatlon that Ball’, lntarpratation is corract. 
Thera is not avan tha suggestion that tha naantng of "costs” should 
ba radically different prospectively as compared with ratro- 

spectlvely. • 


The impropriety of Bell’s interpretation of the section’s re- 
quirements is rt.de obvious by a tast of maaningfulnass. Tha cost dif- 
farantials whlch Ball has providad ara totally meaningless in tha ab- 
sanca of any astlmatas of the corrasponding base costs to whlch thay 
can ba related. Tha Commission cannot possibly know the slgnlf lcar.ee 
of a contraction ln annual costs of $279 million 1 in 1977 wlthout some 
lmpression of tha absoluta laval of costs in that year. Nor doas a _ 
projeeted contraction of $1,091 million in nat Investment 2 convey any 
maaning wlthout any lmpression of tha investment base to which it should 


*Cost Data Volumc 1, pa^c 013. 
2 lbid. 
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, Wh bi->- are siimply ab*ont from llell s pre- 

“"“L assumlng. ateuondo , «« — - different 1 »*» 

ctea tod by the rate ehanga «r, indeed an appropriate responsa ro 
t he fcrcca 3 Clng re,uire„onts of Secrion 61.38(a)(i). the data pre¬ 
sentert by Bell apparently do not In fatt measure that effeet. Ae- 
cording to Bell State.ent 1, the «sti-ate of BelOs 1975 Interstate 
revenae. oxpenses and return on investment at present rates vhich is 
contalncd in the attaehments to Bell St.te.ent 2 'Moes not refleet 
the full year’s i.paet of inereased l.bor costs whleh^wlll rise again 
in mid-1975 pursuant to the retent laber settlement." 1 Cost Data 
Volurae 1. however. states that the projeeted eost results for 1975. 
1976. and 1977 "refleet the estimated effeet of the 1974 Bell System 


labor agreements. 


„2 


Bell does not explain ho» the 1974 labor agreements are re- 
flected in the 1975-1977 eost data. As indleated. those data are 
negative differentiala uhieh measure the eontraetion in eost resulting 
fro. the prlee-el.stie respo'nses in de„and to the proposed rate in- 
ereases. If the labor agreement effeets are refleeted in these dif- 
ferentials. as Belfs deserlption -ould suggest. then the "pute" 


^Bell Statumcnc 1, pap. et * 5-6. 
^Cost Data Volumc 1, 004. 
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cost effect or the price-elastic response is much greater than Bell 
aho ws. Soecifically, Bell shovs that the repression in demand caused 
by the rate increase would rcduce expenses by $192 million and in¬ 
vestment by $880 million in 1975. If these estimates are the net 
effect after dedueting the offsetting increase in cost from the 197A 
labor agreement, then the aetual contraction in cost speeifically re- 
sulting from reduced consumer demand must be somevhat greater. Thus, 
even if the forecasting requircments of Section 61.38(a)(i) are as 
Bell interprets them, the data presented by Bell do not conform to 
that interpretation. but inelude the effects of a wholly extraneous 
consideration, the labor agreements of 1974. 
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j. 


y -11 hn^ -n- mibnittoci " -sti 
Th 7 n--i c- 

cr.u: j --j f rer: r:-.- scrvKf to vn 

- . M 

2'jo: ‘.os. 


, t?5 D f th e eEfiiCts of the 
a rnrr77r' ~s traffic and rev- 
ch ene changgd or naw matcer 


toone che effccts of Bell’s rote proposal will be a contractlon 
io denand owing to the price-elastic responscs of the farket to the 
higher prices contalned in the new tariffs. Unaccoontably. Bell has 
attempted to «easure these prire-elastic responses for only two of 
the eight fjor service categorles affected by this rate increase. 
message telephone service CHTS) and «ATS. Yet these two Services 
ran reasonably be expected to show the least price el.sticity because, 
unlike Bell's private line offerings. they are sold in alnost purely 

monopoly markets. 


As for the private line Services. Bell has apparently assumed 
that its 7.8 percent rate increase 1 would cause no oarket reactlon 
whatever. Tables 18 to «6 of Traffic and Revenues Volume 1 reveal that 
except for Serlcs 2000/3000 telephone service, the "arket quantities 
of each of the private line offerings would remain unchanged betueen 
present r.tes end new rates. Even for Serles 2000/3000 the onl, 
changes in market guantities between the present and new rates were 
Chase produccd by .MTS/WATS/Private Line intcrservlce cross-elasticicies. 


^Bell Statcment C, pa^ii 26. 
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There v 


clastlcicies. 


;as r.o reflection of 


- ovins to 

raoresseu 


serker price 


lD prior filings, W1 b» ttot SUCh 

u .., c , t ies ,o indeed axist ir. the — *“ ** 

?r “ . _.-.-et study ol private line Services 

private line Services. Xn cUsslfl ed oarket 

nade in connection with FCC Doc.cet X*o. • 

m -hifts to or from other Bell ser 
reactions in three categori.s, (1) 

m shi£ts to or fro» competieive Services, and (3) repress 

Vi ' eS ' H d »and 2 In the instant fillng Bell has oeasured only the 

or stlmulate eman . respect to shifts betueen 

first of these three categori.s and this ool, wlth respec 

„ W 4 T S aod Series 1000X3000. let in its Pocket ho. 1SUB studtes. 

B eli analyted a test rate schedule (ho. 5, -hich assu.ed a 13 perceet 

increase in the rate. for Series 1000, 1000. 3000. aod <000 private 

iine Services. That study indicated that an increase of 

oitude in privat, line telegraph (Series 1000, rates uould. ute 

. 4 .*** service by three percent. Sim. 

the airline miles leased in that servic 

. orlvate line telephone and telep 
larly. a 15 percent increase in private 

. ir» rnntract demand by 3.6 percent. 

rates (Series 1000, 3000, 4000, would 


Iprafflc and Revenue Data. Volume 5 . page 005 . 

*rcc Pocket ho. 18118. Appendix to Bell Eahibit 1. Sectioo 5. 
3 fcc Pocket ho. 18118. Appendix to Bell Exhibit 1. page 4-1. 
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-3 r-a' a race increase of 7.8 per- 
3 • .«,-r- olf to su??Oo,e u.3*. a rate 

,nile i- is t ^ * 

e—aller contraccion ir. denand, it is 

cent would generace a - 


unreason 


nble to assune, as 3el-o ^ as ao 


r.e, that there would be r.o 


contraction vhatever. 

A1 so. as part of the -**•« study. Bell analyred a series 

of f„ u r alternative rate schedules for the TO.K service (Seriea 

5000). One of these test schednles (So. 3) involved an fegate 

veighted rate increase of 28 percent. 1 Belfs study inditated that 

th is rate increase would cause approainetely 9.7 percent of the 

WM telephone channel nlles either to divert to conpetitiv. toms 

of communication or to disappear al.ogether doe to repressed denand. 

1„ feet. as discussed in Appendia B to these cocents, these 

f elasticity are ainost certainly nnderstated. Neverth^ 
estimates of elasticity 

les8 . even as estinated hy Bell. the, deoonstrate the presente of 
substantial price elasticities for the TELPAK service. 

offcred no )ostification for ignoring these effects of the rate increase 

consequences of these onissions cannot Be predicted vithonc 
hnoving the speeific revenne/cost relationship of the serhet ,nan- . 
tities lost oving to the repressed or diverted private line denand. 


^Id. pages 1.1 and 6.1. 


^Id. pages 4.1 and 5-1. 

3 „ „ . . 1S1-8 Pronosed Findings of the Airline Indnstry 

TCC Docicct ?o. isi-o. 

Parcies, prges 33 to 125. 
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If £hc lost revenue exceeds the costs saved, then the rate of return 
earncd will be lass than Chat forecast by Seil. Conversely, if the 
cost reduction exceeds the revenue loss, then Bell’s rate of return 
will be greater than that forecast. One thing is reasonably certain: 
e-xce?c in the highly unlikely situation that the revenue loss and 
the cost (including return) savings resulting fron these private 
line elasticity effects exactly balance, Bell will not realxze a 
rate of return of 10.75 percent on its 1975 investment under the 
proposed rate scnedules as it has forecast. 
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.ef: iu :r.;r.-. are invalid. 


il n.11'; fnrecasts of MTS nessaije v o lur-.es are based on out- 
dated ecor.orr.ic data. 

Bell based its projections of MTS message volumes on forecasts 
of economic variables for 1975, 1976 and 1977. Specifically, fore¬ 
casts of business message volumes vere based upon projections of dis- 
posable personal income, the Consumer Price Index and the AT6.T Index 
of Industrial Activiry. 1 * 3 Forecasts of residence message volumes 

were based on projections of disposable personal income and the Con- 

2 

surner Price Index. 

3 

These projections were made by AT&T as of September 20, 1974. 
Bell has displayed each index for October of each year from 1973 
through 1977. 4 Already the October 1974 FRB Index has been revised 
downvard. On January 15, 1975, the Federal Reserve Board issued a 
revised value of 124.8, a substantial drop from the preliminary fig- 
ure of 125.5 which Bell employed in its forecasts. 


l Traf fic and Revenue Data Volume 3. page 31. (The AT&T « hich 

is no longer published, is based in turn on the Federal Reserve 

Board's Index of Industrial Production.) 


Ibid. 

3 Id., page 32, Footnote. 
A Ibid. 
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Data nov availabie for November a,d Dece.ber of 1974 indicate a 
c or.tinued decline la economic conditions. not an upturn as Bell*s 
Occobar 1975 estimates vould icply. On oanuary 15, 19/5, th^ red 
cral Reserve Board issucd a November Index of 121.7 and a Deceaber 
Index of 118.3. The Bureau of Labor Statlstics of the U.S. Depart¬ 
ment of Labor has indicated Decenber disposable personal incone at 
an annual rate of §1,008.7, a decline from the $1.010.7 October 1974 

value reported by Bell. 


Recent economlc forecasts indicate a continued dovnvard trend 
The table belov contrasts the forecasts in Bell’s f Iling yith esti 
mates released by Data Resources. Incorporated and by the Wharton 
Economic Forecasting Unit, Incorporated. 


Disposable Person al Income 


Bell Filing (October) 

Data Resources, Inc. (year) 

Wharton Economic Unit, Inc. (year) 


1974 

1975 • 

1976 

1010.7 

1111.4 

1227.0 

979.1 

1060.3 

1184.9 

980.6 

1069.6 

1171.3 


* 


FRB Index of Industrial Pro duction 


Bell Filing (October) 

Data Resources, Inc. (year) 


1974 1975 1976 

12j 5 129.0 134.7 

124.4 118.8 126.5 
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„ ecr■*ons ir.dicace lictle likelihood 

The recent Data Resources p-O^e^-o 


ol an u? 


i?turn until at least 


Iri 5iU . s ovn £ iling, J. J. 0’Le.ry coat rad let ed the eeono.lc 
icrecasts Bell used £or KIS message volunes. ht page 22 of his 
statement, Mr. 0'Lcary coaunented: 


"Mv own view is that the recovery of business vill. be 
My . ^ in the latter part of 1975 and that econonuc 
8 rh in 1976 wUl continue ro be less than vigorous, 

Srt «a GNP expanding socething Ilke 2-3 percent an 

1976." 

„ spita of chls foretast, Bell has assu.ed a 2.8 percent increase 
1„ the FBB Index of Indnstrlal Production betveen October 1974 and 
October 1975 and an addltlonal 4.4 percent Increase in this Index 
t „ october 1976. Using the latest FRB r.ported Index for Decenber 
a Jonp of 13.9 percent fro» 118.3 to 134.7 vould be re,uired 
„ a 20-eonth perlod In order for Bell's forecasts for October 1976 
to be realiaed. Mr. 0'Leary does not appear thls optieistic. 

In splte of these economic downturns, Bell s projeetions in 
thls f Iling refleet a very sobstantlal secnlar increase in MIS ees; 

sage voluates. Accordlng to Bell's operating data. the nn»h«r of 

, -J CL 7-1 hilllon in 1973 to 3.854 billion in 
«nessages increased from 3.573 billion 

1 A _ nmcpnf rates. Bell £orec3SCs 
1974, a growth of 7.9 percent. At present 


i Bell Statement 2, Attachment A, page 1. 
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-..250 billior. cessages in 1S75, 3 a 3 riW 
cer.c. Furcheraore, Bell indicaccs J - 


har.dia 5-74 billion messages ir. 197/, 
percent over the tvo-year period. 


ch of an additional 10.5 per- 
at current rates it vill 
a grovth of an additional 35 


Bell has conceded that its forecasts for 1975 may reflect too 
optimistic a viev of the grovth of the economy. 3 The implication 
ia that a lover rate of grovth vill result in a lover level of earnings 
for the Bell System. Hovever, the Bell documentation provides no 
evidence that a slover rate of grovth vould necessarily vorsen the 
company’s eamings posture. 


Quite the contrary, Bell bases much of its argument for addi¬ 
tional revenue need upon the necessity to raise extemal Capital of 
about $4 billion annually to support the current level of corstruction 
expenditures. 4 Indeed, much of Bell's opening statement ia devoted 
to dire varnings of the serious consequences vhich vould result from 
reductions in the Bell System's construction program. Attachnent B 


1 Ibid. 

"^Traffic and Revenue Data Voiumc 3, Table 43. 
J 3cll Statement 1, page 5. 

id • i ^ • 
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„ 3ell Statement 1 reveals that -.11 »v.r 60 P-ent c £ 3.11' = 

Capital pro*- i. ^ ^ ^ ^ . 

economy and the reqoirement to constract n.« eacllltl.s ar. clos.l/ 

related. so that Bell'. needs «« constraction shoold declin. 1*. - 

it appears, the nation', economy declln.s. 

I„ fatt. thia rcductlon In B.U's eonsttuetion t.,nlre..nta has 

become manifest «ithin the last -eeh b, a reported redoetio» In the 

_ for 1075 fron a previously annonnced 
Ball System consttuetion program for 1975 fro» 

10.5 billion to the range of 9.9 billion, a lowering of ne- money 
requirem.nts of approximatel, 5600.000.000. 1 Sinee Bell hases mach of 
US justification for an tncreased rate of return on the b 

refsing ne- Capital, the onantieipated slo-ing of the economy may 

. . , 0 Rell . s benefit and reduce rather than in- 

paradoxically redound to Bell s bene 

crense lts need for revenue. 


I 


1 Telec'i[..nunlcatlonr. Iteports 


. January 20, 1975, page 3. 
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Eell'' 


ot 


— fV.et fcr private line Services 


orTrvasolete ecor.J-ic daza. 


Most of 3ell's carkec estimates fot its private lioe 
Services ,re derived fro» its fiilngs in FCC Docket No. 19919 -hich 
oera cransmicted to the Cocmlssion on Februar, 14, 1974. 1 Ihun. it. 
private line narket e.timate. are in vlrtuall, all cases based on 
information at least a year old. Furthermore. a great portion of 
the economlc projeetiop data which Bell used in Docket No. 19919 re- 
flectcd conditions no more recent than April of 1971. 


Bell states that for voice grade private lines "trafflc and 
revenue used as the starting point uere taken fron the stud, under- ^ 
lying Bell', revised Serles 2000/3000 filing (rCC Docket No. 19919)." 
Bell', market estrmate. for 1973. 1974 and 1975 at pre.ent rate. uer. 
taken directl, fro» the Docket No. 19919 stud, uorkpaper.. Dat. for 
1976 uere al.o obtalned fro» the Docket No. 19919 stud, uorkpaper. 
uith an adjustment for distance. less than 26 »ile. to reflect recent 
change. in the Interstate .hort haul rate schedule. «arket projee- 
tions for 1977 uere obtalned by si»ple linear extrapol.t lon of the 
1973 through 1976 data devclopcd as dcscribed above. 


trafflc and Revenue Data, Volune 5, Tab 1 
2 Ibid. 
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To estimate the tørket e££ect o£ the proposed Series 2000/3000 
rote chanses, the only modlfication vhich Seil =ude vas to provlde 
for cross-elasticities betveeo sone of its private line Services. 

*rs ond VATS. 1 Charles in «arket quantities for each year as de- 
teroined by the cross-elasticity analysis vere algebraically added 
ro the -arket progeetions for existing rate. osed in FCC Docket No. 

19919 . As indicated above, Bell oade no adjustnents to reflect over¬ 
all elasticities (as opposed to cross-elasticities) of its private 
line Services. Nor has Bell «ade any adjjustments to reflect secular 
markec changes since the time of its Docket No. 19919 filing. 

Bell states th.t for most of its other private line Services 
source data vere derived in . manner identical to that employed fer 
Series 2000/3000 except that for these other servicen cross elasticities 
vere not involved. 2 By "not involved," Bell mean. that these cross 
elasticities. vhich it has recogniaed elsevhere, 3 vere simply neglected. 
- For exumple, Bell developed its marker estinates for Series 1000. 
vhich ineludes its subvolce-grade offerings. and Series 5000. its 
TELPAK offerlng. directly from its FCC Docket No. 19919 data vith no 
modification to reflect shlfts to or from these private line Services 

. «r. mt<: nr WATS. For Series 6000, the 
and other private line Services, MTS or WATS». 

coH a starting point vere taken fron the 1973 
craffic and revenue used as a stam s f 


1 Ibid. 

2 Ibld. 

3 Sc-c oect ion II of these corrr.encs. 
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prlvut e l:, t inventory. Thos. market quantitles ver, sdjustcd upvard 

to year-er.d 1974 by applying « one percent «nnual grovth Ea “ or - foc 
whi£h seil provides no Justifieation. Furthernore, Bell 1 , doocriptlon 
indlcates that the sene one percent grovth fector vas enployeO “ ex- 
trapolate 1974 data to 1975. 1976 and 1977. vith no rationale provided 

for this approach. 

The Docket No. 19919 data vhlch serve as a source of market pro- 
Jectlons are ln turn based on yet older information. Bell stated. 

••To proj.ct the Serles 2000 and 3000 market quantitles for the nlne- 
nonth perlod ending December 197' and for calendar years 1973 to 1976 
it vas necessary to develop grovth factors vhlch, vhen applied to the 
Serles 2000 and 3000 NTC quantitles in the Bell System Interstate 
private line Inventory of April 1971. vould result in nev projected 
quantitles for each of these periods.” 1 Thus, Bell', private line 
market quantitles in this filing trace back to its April 1971 inventory. 

I„ fact. the trend data is older still. To develop grovth fac¬ 
tors. Bell consldered the state of the national cconomy ln the perlod 
Octobcr 1967 through April 1971. Bell analyred tvo segments of this . 
perlod: Octobcr 1967 through February 1969; and April 1970 through 
April 1971. An annual grovth factor vas computed as the simple aver.g. 


1 FCC DocV.et No. 19919. hell Exhibit A, Tab 3. 
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, t :hc s ;ovth rate» for theae tvo oeriods. The ^ *11 Bkhlblt A 

,.• Dochet No. 19919 lndicatcs a aitrilar approath £ °- “°* t ’ 11 noC 
,£ geil*. otr.er private line offeringe. For «tar-Plc, it. projeetione 
for the period 1973 to 1976 for Saries 1000 vere also based on a co=- 
parison of invenrories of certaln itens in Series 1000 in October 
1967, February 1969. April 1970 and April 1971. Inventories for the 
.ane tinee -ere u.ed to projeet TELPAK growth in the period throogh 


-2 
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- 'Jo' i ^ øctio?Ti for 

^ r,. J -» «-V,, — .J .^v-ir.ce OI Z' 0 «. 1 » > **. v c - —- 

5• - A c -T ;-••• • ■—- -—^ —~T t r ---> .-mon' - rules. the cc^t 

~-:rr.;.-•-• = •• o: ^----- 

--—;-— - ... -■ -• . =r? invalid. 

atuiSies '.T..c r u.—-— -—- 

Section 1 of Cost Data Voluma 1 descrlbes the Bell System cost 
forecasts for the years 1975. 1976 and 1977 "aa Ineremental coat 
calculationa...based on the different. In quantities of service be- 
tueen estlstated levels for each of the three years under existing 
rates and under new rates. 

in interpreting fnis approach, Bell has translated theae dif- 
fercntlal .arket quantities into neu facilit» and equipoent require- 
oents, These requlretaents in turn have been aultlplied by estinates 
of the unit coats of neu addltions of the reapective facilicy and 
equipraent Itens during the three years of the forecast period. The 
cost of high capacity. high frequency line trans.lseion. for exanple. 
reflects a projection of the avernge cost of additiona of such f.clli- 
tie. during the period 1975-1977. Other facilities and equipnent costs are 
based either on the cost of current additiona or on cost projectlona 
of near ter. future additiona. In no case has Bell ..ployed the ecc 
bedded cost of facilities added to the syste. prior to about 1973. 

such a costing approach taight be full, appropriate if Bell vere 
analyzing only neu additiona to its Services, as for e*as,le. the 
cost of a new coopetltlve service or of a s.rlvce vhich only ttargin- 
ol ly affects the rate of grow.h of the overall syste.. In the present case. 


/ 
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I 

I 

I 




nfH! to , e?Sli re the cost e££ect not of ad- 
hovever, Bell Is attest ing to -e - 

. __ <-orvic° r.ot of peripheral com- 

dlaon», lut rvaior^ntract^! — - ^ 

- . .,-. r -v. 0 „a ra rar.-c of nerviocn 

petitive Services, but or virtu-W w..e e- 

which the System Ptovides. »««*““»• Bell is ac-ptin* « 

m easote . of aBout 200 million *TS --esse.es ond 1700 «TS 

lines. 1 It should also be attempting to ceasure p.ooortiona.e 

not greater—contractions in it. privte line offerings. but as 

discussed above. it has inexplicably ignored all price elasticxties 

for these Services. 

i net effects of major contractions in service 
The incremental cost ettcccs 01 j , 

M , taKe three f— «»«. i« thete is . scro„ 8 secular. i.... 
independent growth trend, the contraction in demand resulting fro 

mprelv slow that rate of growth from that which 
a rate increase may merely slow 

. , . _ rat ~ increase never been imposed. 

uould have been expetlenced had the tate 

, ►d „ of the retirement schedule of old, 
Second, ther. may be an acceletatfon of the 

usually obsolescent coipment. Thitd. thete may he ahandnnment of 

some equipment which is dedfeated. h, toasnn of efthet focatfon ot 

>,o ^ill repress or divert demand in 
special design, to customers who will repr 

order to escape the rate increase. 


/■Cor-ipc 7000) which accounts for 

'ahou^one^ercent^f 1 Belnet°Investment nn a «ethod 7 allocation 
basis. 


2 Traffic and Revenue Data. Volume 1. page 6. 
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Bell has chosen to reflcct only the first of these three effects 
in Us cost study. The propriety of this troatmcnt depends upon the 
prescncc and strength of a streng sccular growth trend. Although Bell 1 * 
estimates of service volumes during the forecast period suggest a rate 
of independent growth of approximately 15 percent annually between 
1975 and 1977. the discussion above has revealed that the economic 
indicators used to projeet this rate of growth are overly optimistic 
in light of recent economic developments. 

Bell has totally ignored the other two effects, that of accelerating 
the retirement of obsolescent facilities and forcing the abandonment of 
dedicated plant and equipment. Of these two effects, the.latter would 
apply primarily to the private line Services, for which Bell has un- 
rcasonably assumed no price-elastic contraction in demand. Prior Bell 
studies have indicatad that about 60 percent of private line telegraph 
costs. five percent of private line telephone costs, and 16 percent of 
TELPAK costs relate to non-fungible plant, that is. dlscrete facilities 
which could not be reassigned to other Services if the current demand 
fot the» by thclr present users were to dlseppeer. 1 Slnce .b.ndon»«nt 
of such facilities would, in effect, involve a capital write-off. the 
absencc of any reflection of this cost effect may constitute a major 
understatement of the cost to Bell of imposing these rate increases. 


l VCC Dockct No. 18128. Bell Exhibit 22B, pages 012, 022, 031 and 040 
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. ... ... ,• t - 1 . i wj ...v-iv,-.- ..-ould b • chj - vhich coulJ ro- 

» r in(l crs^ t°c* b / Bo l i 1 s r 3 win*- rcjs l -» 
, }L »I r .r rr.e contracuion.-» -r. - - .anu ^ Lc - 1 *** 

;ri ; \arad a major cccéUraciou of che r 3 tirce.it o: obsolescent xa- 
ciiitios . The rccord <k FCC 3 ock*t bo. 1 S 12 S •u*8*«cs Chat this er- 
ror touid have a siynificnnc inrluence on che rate of rscurn wmch 
ball wi 11 oxperience during the torecast peric. D - Ct - ?- k,v -^ c d 
Bell in Chat procceding revealcd thac the boo'.< cost o-. obsolescent 
line haul transmission plant was then ( 1969 ) greater cnan the cost 
of the ncv replacenent facilities, even on a nec investment basis. 


1969 Bell System Investment Costs 


Short and Intermodiate-Haul 

Open Wire 


Obsolescent: 


Voice Fre¬ 
quency Cable 


Keplact-njenC: N Carrier 

Lin».—H-iu l 

Obsole *.cen 11 R C.irric. 


Replaceent: 


Radio Relay 


Per Circuit Mile 

Per Car*ier 

7er-cir>.il 

Gross 

Net 

Gross 

het 

$150.77 

$ 78.55 

$4,500.00 

$1,913.00 

200.36 

135.33 

— 

— 

38.15 

28.76 

1,250.00 

950.00 

36.55 

15.93 

1,400,00 

595.00 

17.74 

14.70 

1,050.00 

842.00 

10.75 

3.32 

1,025.00 

822.00 


1 AI r i i n.ii Rehutcsl 2*;.. bit i. PV.-: ■>• 


c 
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Ta Ball has substituted the coat =£ ne- lacUl- 

• a 'f M t of price-eiastic service con- 

z j i*P!' T2 i — * CCL r 

as a tneasure ol mcremer.L-x 

««- - e^t «.—*■ 

o£ hlsh tost, nbsolescent UciUties. it has -derstated the cost 
savings resulting ft» Its tete pto ? osals. As a consegeence. it has 

overstated its rate .f tetetn dnting the iotecast petiod. hecaese 

n ,_ the actual rate of retum *ay exceed th 10.75 
of these retiretnents, the 

forecast for 1975. 
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APPENDIX 3 


OF 

OF 3ANDARY 


ANALYSIS 2Y 3'rl-wi.LES W. KIN’G 

specific deficif.ncies in atst’5 tap: 

8. 1975 WITH RESFECT TO TELPAK ( j-jjl 


S 5000') SERVICE 


Paragraph (d) of Section 61.38 of the Co^ission's Rules spells 
out more stringent requirements for material to be submitted in con- 
nection vith major rate increase filings. For filings covered by 
this paragraph, -the filing carrier shall submit all coat. -arket and 
other data on which it relies in justification of the rate increase 
and in an appropriate form to serve as the carrier’s direct case in 
the event the rate increase is set for hearings...” The content of 
the material which must be offered in evidence in cocmon carrier 
hearing proceedings is in turn spelled out in Section 1.363 (b) 


>f the Consnission rules- 

-There shall be a clear statement of the facts and 
Judgments upon which conclusions are based and a 
statement of the relative weight given to the vari 
ous factors in and arriving at each conclusion to 
gether with an indication of the alternative courses 
of action considered. 


The Comnlsslon has speclflcally provided Chat failore to conply 

olth any provisjon of Settlon 61 -oold ba grounds for rejectlng the 

2 

tariff material filed by the carrier. 


1 47 C.F.R. Sec 1.363. 
“47 C.F.R. Sec 61.39. 


The facts and judgments which 3ell has presented as the 
basis for its conclusion that it is entitled to rate relief all re- 
late to the general requirecent of the Bell System to maintain its 
ability to attract Capital in order to support future construction. 

In effect, the across-the-board nature of the rate increase proposals 
implies that the level of rates for each service is based solely upon 
such overall considerations. In other words, Bell has assumed that 
it need only to demonstrate that there is a requirement for an im- 
provement in aggregate rate of return in order to justify an increase 
in the rate levels of seven out of eight of its major interstate ser¬ 
vice categories. Except where there has been a restructuring of rates 
as with MTS and WATS, Bell has offered no justification for the rate 
increases impostd on individual Services. 

Such an approach might be appropriate for the Services which are 
offered in largely monopoly markets. The rate levels of the corcpeti- 
tive Services, however, are based on economic factors other than the 
aggregate revenue nced. Most important of these economic factors 
are the costs and characteristics of the corapetition which the ser¬ 
vice is designed to mect. For such competitive Services, a minimum 
rcsponsu to Section 61.38 (d) would be a statement of the facts and 
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. . _ chcse competitive 

.• rcxiti^ il* x£“ u - a -**fc> 
jua^.eRts upon v.a-- • 

ractors. 

. 'S-rics 5000) vas offered initially in 1961 
The TELPAK service v.Senes auuu/ 

soecifically in responsa co the CortaissWs *«—“*“ in the 

890 «l-t 1 - "*« ■*"" ^ Ui ‘ raUied S ° “ “ 

alt private enterprises to consttuct and operate their ovn private 
microvave syttens withoat regard to the availahiUt, of oo=on tar- 
rier conununication Services and facilities. At the time o 
Initial f iling i the Connission institnted DocVet ho. UZ» as an in- 
vcstigatlon into tho lavfulness of the tlassifications, regulations 
and practicea in ATST' s TfbfAK tariff. -Hovin* hearings. the Cor 
inission issoed a tentativt declsion vhich inclnded the folloving 
J .2 

conclusion. 


• .efHration for TELPAK C and 
" (d) There is apparent ju* - . competition from 

D classifications in tere* of neetins^et^.^ 

private microwave systems . TEIPAK classifica- 

comparablc to thoae offered by this 

tions. Hovcver. ve are un ‘ c „ class ifIcations 

record that the rates the cost of f urn ishing 

the servicei^of fered'thereunder, and^ therefore^ are^^ 

ss^r-^— - ° f 

such rates. 


Vrptmcncics in Bands Above 890 Mcs, 
'Sct No' ES: ( 1959 ), Reconsideration Substantially 

Denied, 29 FCC 825 (1960). 

2 3& rCC 370, 395 (1964). 
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Subsequently. the Commission adopted this cor 'lusion. 1 In effect, 
it stated that the oniy remaining issue with respect tc TELPAK C 
and D was vhether the rates vere cor.pensatory. 2 That issue vas ex- 
atained in FCC Docket No. 16258, AT&T _C eneral Rate Tnvesti & atl on and in 
Docket No. 18128, TELPAK Privat e Line Rate case. It still awaits 
final resolution. The proposition that TELPAK vas required by and 
designed in response to the competition of private microvave systems 
has not been challenged in any of the proceedings since the conclu- 
sion of FCC Docket No. 14251. Thus, insofar as TELPAK is concerned, 
the regulatory issue has been the minimum level of rates needed to 
be compensatory. Throughout its history, it has been understood 
Chat the maximum level of rates is determined by the competitive 
costs of privately constructcd microwave systems. 


Although the rate level of TELPAK presumably reflects the 


competitive cpst of private microvave systems 
tains not a single reference to this primary 


, Bell's filing con- 
rate making factor. 


i 


Indeed, Bell has made no allovance vhatever for any price 
elasticity in the demand for TELPAK service. Yet the evidence sub- 
mitted by Bell in FCC Docket No. 18128 suggests that there are strong 


^Memorandum Opinion and Order, 
1111 (1964), Reconsidcration 

2 Id. 37 F.C.C. at 1118. 


Tcloak Case , Docket No. 14251 
Denied, 38 F.C.C. 761 (1965). 


37 F.C.C. 
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elasticitics of demand in the range of TELPAK's present rate 
Tn that proceeding, Bell studied the market respor.se to four 
ent test rate levels. In ascending order they vere: 


level. 
dlrf er- 


Test rate 2 


The rates in effect prior to 
Septenbcr 1963. 


Base rates 


_ The rates in effect betveen 

September 1968 and February 
1970. 


Test rate 3 


The rates in effect from Feb¬ 
ruary 1970 to May 1972. 


Test rate 4 


A hypothetical rate schedule 
roughly 25 percent higher than 
test rate 3. 


The dctalls of these test rotos oro shovn on th. followlng page. 
,oll-s anolysls of the TELPAK «orket Indlcated that de«and would 
b , only raarginally Inhlblted op to th. level of test rate 3; abov. 
that test rate the «orket voold beeooe hlghly elastle. Speclfleally. 
th. lmposltloe of test rate * oould eause . eontraetlon of 36.5 pereent 
1„ TELPAK telephone ehannel «Iles and 52.6 pereent in TEIPAK telegraph 
channel «Iles. 1 Much of thl. eontraetlon steened fro« the predicted 
abandonment of the Bell 5yste« b, the airline industry In favor of 
an industry ovned and operated communications system. 


1 FCC DocVct No. 13128, Appendix to Bell Exhibit 1, page 4-1. 
2 Id., page 10-1. 
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T^rstatc Private Line Market Stud} 


Rates in Effect Test Rate Schedules 
Mid-1969 a 2b 3 C 4 


TELPAK 

IXC/MILE 

C 

D 

Sve. Terms & Conn. Argts. 

TPH & TTY 
Wldeband 

Multiway sv. argt. 

Line 

Trunk 

Additional 

Service 

Terminals 

Additional Service 
•Terminals for Use as 
a Wideband Channel 

Tgh. Equiv. 

150 Baud 


$ 28 
60 


$ 25 $ 30 $ 40 

45 85 115 


15 35 

300 425 


100 150 

175 230 


5 15 17.50 


195 300 350 

12/1 2/1 2/1 

4/1 2/1 2/1 


Source: TCC Docket No. 18128, Bell Exhlblt 1. Appendix. p.8« W- 

*Rate schedule In effect fro» Septcber 1. 1968 t. Nebruen- 1. »»■ 

\ 

b Rate schedule in effect prior to September 1, 1968. 
c Rate schedule in effect after February r. 1970. 
d Increased to $40 on May 4, 1972. 
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Teac rate 3 vas adopted as the rate level fot TELPAK on Febru¬ 
ar, r, 1930. In May of 1972. Bell imposed yet another increase in 
TELF« rates. thls or.e fnvolving a 14 percent increase in terminal 
charges and a 150 percent increase in installation cherges. 1 As . 
conscquence, TELPAK rates are nov betveen test rate 3 and 4 and 
■W..5V 1 n the v... nf rates vn.rh Bell identlfied as being mos t 

«,„ P Mtlbl> to dlversi o n to private microvav e^ 

In fact, the potential for diversion is probably significantly 
greater than even Bell estimated. In the first place. Bell’. rnarhet 
study in FCC DocVet Bo. 18128 ignored the possibility of a ntrtber 
of industry-shared microvave systems in the non-trensportation in¬ 
dustries. The Conwission'4 decision in the Co pneratiue Sharln g _of 
4 — H...I Flxcd St.tlons case. FCC DocVet Bo. 16218. 2 pemits sny 
group of users engaged in the same line nf business to construct 
jofntly and ta share private microvave systems, provlded such Joint 
use and/or sharing is on a non-profit basis. The aerospace in¬ 
dustries. for examplc, indlcated on several otcasions their villing- 
n .ss to edopt thls communications alternative if Bell System chsrges 
became excesslv.ly high. Thls fact vas Vnovn to the AT6T account 


‘iransmittal Bo. 11334. Bell Exhibit T2. page 3. December 6 . 1971. 

2 ?CC 66-6... 4FCC 2d 406 (1966), Rcconsideration Dcnicd FCC 67-321. 
7FCC 2d 263 (1967). 


<71* 
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.lar.agers who conducted the market study in Docket No. 18128 and vas 
soi-cificailv mentloned in the renorts of at least two of then. ^ 

Yet because ATiT'3 market study had no procedure for an industry 
vide—as opposed to company by company—review of private microwave 
alternatives (other than the transportation industries), this im¬ 
portant competitive factor was never considered. 

I 

Furthermore, the account managers, upon whom Bell relied for 

most of its estimates of private microwave diversion, were initiallv 

Riven n guidelines as to the cost of private microwave construction 

or operation. Indeed, one aerospace account manager vas unavare 

that pon-Bell competitive alternatives were even under consideration." 

The account managers were verbally informed that if they vished data 

on the cost of private microwave, they should indlcate this to the 

3 

AT&T headquarters staff. Even when the account managers made such 

4 , 

inquiries, the cost guideline they received was well above ATfaT s 

ovn later estimates of microwave costs for most of the TELPAK market. 3 


J FCC Docket No. 
2 FCC Docket No. 
3 FCC Docket No. 
4 FCC Docket No. 
3 ~CC Docket No. 


18128, Airlines Exhibit 1, pages 53 and 54. 
18128, Tr. Volume 7, pages 633-634. 

18128, Tr. Volume 3, page 187. 

18128, Tr. Volume 3, page 189. 

18128, Bell Exhibit 1, page 34. 
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S-nce the time of tnis rather unsatisf actory survey of TELPAK.’ s 
m-rkc-t envircn.-r.ent, the competition for private line communications 
service has Incretsed considerubly. This trend was acknovledgcd by 
Franc is Vcods, Bell's vitness at the time of its Deceaber 197x rate 

filing.^ 


"Our 1969 analyses were rocused primarily on the ?os 
sibility of competition fron privately owned microwave 
systems. Since that time additional competitive -ac 
tors have emerged, including...the adoption of a Com- 
mission policy in Docket No. 18920 peraitting general 
licensing of specialized comon carners and the actual 
iaplementation of such policy. In the next severa 
years satellite communications may also become siguifi- 
cant in doraestic intercity communications. In these 
circumstances greater changes in rate levels for t e 
private line serviccs should not be made without fur 
ther study and cvaluation and resolution of some of 
the uncertainties. Such evaluation is important to 
Kive reasonnblc assurance th.3t further incrcases in 
rate levels vill not result in significant losses in 
inarket quantities and a greater decrease in revenues 
than in costs, vith a reduced rather than increased 
contribution to overall earnings." 


Apparently, Bell has not takcn Mr. Voods’ advice. It is nov 
proposing "greater changes in rate levels for the private line Ser¬ 
vices" vith no evider.ee of further study and evaluation "to give 
reasonable assurance that further incrcases in rate levels vill not 
result in significant losses in market quantities and a greater de- 
creasc in revenues than in costs." It is proposing these rate 


X FCC Docket No. 18123, Bell F.xhibit 21, P"K« 8 
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'T 


as „ lte Of the face Chat the tw> new conpetitive f.ctors 

ir.craase^ s ? xt - w ^ • 

, c •. . C ' -l" zed coT.xon carriers and domestic 

... ich ; Lr . „’ocd3 aentioned—^ 


satellitea—have hoth hecooe teaUties. ff anything. these suhse- 
^ — Chat 3CU should revise fts TW* ««- 

, n t ,o apposite dovnward direction fron that proposed. 

The present fiUng nskes no reference uhatever to the original 
deterninant of TELPAK* s rate level, the cost of conpetitive ptiva 
oicrovave, nor to other inportant conpetitive factors vhich ha», 
evofved in recent years. It has assnned no efasticities vhatever 
i„ the denand for TELPAX service. It has oade that assunpeion even 
though its own previoos -arket studies show that TEEPAK is now in 
the range of hlghfy denand-elnstic rates. even though the record 
reveafs that Belfs studies prohahly undorst.ted the true er¬ 
tent of that elasticity. and even though the range of conpetitive 
olternatives has increased significantly since the tine thos. studies 

were rvade. 


/ 






1„ the past, the only yustification uhlch Bell - off.red 
£or raising tates vithout regard to privat, nicrovave oo»patitio„ 

"rav^nuc-cost relationship". From 

is alleged iraprovcr.er.t in 

, , . the coooeasativeness of TELPAK vas and 

the original Teipa* docet, tne co 

is the sole remaining issne 1 , and in one (.» or another It has 
heen used by Bell as the alleged Jnstlf ieation for a series of 

r. t. fl stauzering financial impact on 

rate increases vhich have had a st.gger g 

„ jor users of TELPAK snch as the airline and aerospace industries. 

Betveen September 1968 and May 1972. the TELPAK D base capacity ; 
charge increased 90 percent. the TELPAK C base capacity charge in- 
crcascd 20 percent. and the TELPAK temln.l charge increased 107 
percent. Telegraph-to-telepho„e eguivalenc, dropped fron 12 to 1 to 2 
i and installation charges i- -reased by 190 percent. In each case. 

these rate Increases uere defended by Bell as b.ing necess.r, « 

T of the TELPAK offering. The 

prove "the revenue-cost relationship 

p roKr „flrv i. 1970 and May 4, 1972, 

most recent rate increases, those o 


, . _ , tft paic Case. Docket No. 14251, 37 

Memorandum Opinion and Order, TELPAK Case, 

F.C.C. 1111. Hi 8 U964). 

, , c 1Q7T> Bell Exhlbit F-2, 

2 E.g.. Transmittal Ho. 11334 (Decenber 6. 197D. “ 

page 3. 
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we re su??orted by "3urden Studies" which purperted to show the net 
concribution or burdea of TELPAK to the overall Bell System. 


In this filing, Bell has submitted no data whatever relative 
to the cnntribution or burder. of TELPAK or to its compensativeness. 

Yet such data are necessary If Bell is to justify a further rate in- 
crease in contravention of the very extensive evidence that, at its 
present rates, TELPAK is in danger of failing in its original mission 
which is to retain the patronage of bulk Communications users who 
are in a position to construct their own communications systems. 

The most recent evidence suggests that if such data were submitted 
they would not support the present rate increase proposal. As part 
of the support material for its May 1972 incrcases. Bell performed 
a "burden anaiysis" designed to measure "vhether or not the continued 
provision of the service in question (i.e., TELPAK) causes users of 
other Services of the company to pay any more than would be the case 
if the service being tested were not offered." 1 2 This study indicated 
that at the rates then being filed (which are still in effect) TELPAK 
contributes approximately $10 million annually 3 to other users of the 

Bell System. 


1 FCC Dockct No. 18123, Bell Exhibits 5A and 21. 

2 ?CC Docket No. 18128, Bell Exhibit 21, page 14. 

Id., page 15. 
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According to Bail's oun ecor.onic export. Professor James C. 

Mu »l. tae burde» analysis due. r.ot measure vhether a service is 
compensatory. 1 Indeed, by Dr. Bau»ol's definition of compensative- 
aess. TELPAK vas compensatory at the interim rates o£ September 1968 
(as measured by Bell’s own costs,. 2 Nevertheless, ev.n if, arguendo. 
th e burden test were accepted as the most stringent posaible measore 
of the nlui.ua. level of rates. it is apparent fro. the results of 
the most recent application of tbis test to TELPAK tbat a neu analysis 
probably coald not Justify tbe increase in TELPAK rates proposed in 
tbis f Iling. Tbis conclusion cannot be verlfied. oi coutse. because 
Bell has subnitted no burden study or other cost data b, uhlch it 
can determin. tbe prospective contribution or compensatory status 

of the TKLPAK offering. 

The only materials accompanying the tariff fillng whicb .igbt 
conceivably be considered as disclosing the relative profitabillty 
„f TELPAK are the results of a "cost of service study" contained 
in Tab 5 of the rost Data Voluma 1. Tbis material reflects . fully 
distributed cost concept vhich AT&T and most user partias (includlng 
ATA) 24 disavow. Indeed, ATLT witnesses have repeatedly denied tbat 
full, distirbuted cost studies can be used to reaeb an, conclusion 


3-FCC Docket No. 18128. Tr. Voluxc 22. page 1989. 

2 FCC Rocket NO. 18128. Airlines Exhibit 1. Appendix B. 

2a . , f r r . r -ain liaited purpo^es. (Scc FCC Docket 

pp - 159 ' 161) - 

-13- 



A. 255 


„ to relative revenue naed among Bell System Services. 1 But even 
uere the studles ao used, thcy would not support «4T’s contluslon 
Chat TELPAX. 1" particular. should be turdened with iurther rate 
increases. 0£ the four methods of allocatimg coata. three Indlcate 
that the rate of retura on TEIPA* investment, even before the pro- 
poaed rate Intreaaes, eaceeda that of the aggregate of Bell Syateo 
interatate aervicea. Theae three methods inciude Method 7, the one 
uhich an ATST ultneaa haa stated most dosely approachea . oeaaure 
of historical coat reaponaiblllty. 2 Under that method. TELPAK yielda 
, rate of return of 12.2 percent before the rate increase. Not only 
is thia rate higher than the 8.7 percent return fro» .11 Bell System 
Interstate aervices, but it ia highet than the 10.75 percent overall 
return requested by Bell in this f iling. 


^.g.» FCC Docket No. 18128, Bell F.xhibit 21, page 16 
2 FCC Docket No. 18128, Tr. Volume 102. page 9738. 


"*Cost Data Volume 1. page 15- Under 
eamings ratios arc 8.22, 9.52 and 


Methods 1, 2, and 6, 
12.92, respectively. 


the TELPAK 
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”■'11 has suhr.ltted ra f icts or ro.-icn.-n r-; np- r. vh : ch_it 

bases its ano-r ont _c^:ir ,i !aion chac -'i - 1 _u .1 i r.c vti.eo, 

sho.iid oo t r ■? 1 1 t! f!_. is t •ou?h it 

for ourjoscs of thi:-. race increase. 


r. or." 


service 


The flimsiest of all possible justifications for the proposed 
increase in TELPAK rates is the one that Bell has apparently adopted, 
that TELPAK should be given the same aeross-the-board increase as 
Bell’s raonopoly and its other private line Services. Not only does 
this reasoning defy the economic logie of the conpetitive iEILPAK 
offering—as discussed above—but it violates any basic concept of 
equity as areong the users of Bell’s various Services. It callously 
ignores the staggering rate increases sustained by TELPAK users 
during a time when MTS users were enjoying repeated rate reduetions. 
Mfessage telephone rates were rcduced in 1958, 1963, 1965, 1967, 1968, 
and 1969.^ On those occasions Bell did not consider TELPAK as another 
monopoly service to receive uniform rate treatment. The only rate 
increase that MTS has sustained in the last 20 years were two rather 
small increases in 1971 and 1972. As shown in Attachment D to Bell 
Statement 1, the Interstate rate index is still well below its level 
of the 1950’ s. Thus, from the standpoint of both economics and equity, 
there is no justification for assigning to TELPAK substantially the same 
rate increases as are imposed on Bell’s monopoly Services and its less 
competitive private line Services. 

■ — ■ ■ ■ — —■ ■ ■ ——— % 

1 FCC DocVet No. 18128, Bell Exhibit 21, pnge 11. 


-15- 





A. 257 


Properly, TELPAK should be treated separately on the basis of 
ics par tlcular competitive characteristics in the same canner as 
bell has treated its other major competitive service, video. Late 
in 1971. it became obvious to Bell that the rates which it vas then 
changing for full tine video service were well above the competitive 
rates being offered by a number of new "miscellaneous common car- 
riers". 1 Failure to respond to this competition vould have resulted 
in major inroads into Bell’s video service to the point where they 
raight significantly irapair the economic virbility of the remaimng 
portion of the service. 2 In response to this threacened competition. 
Bell filed (Octaber 1972) major reductior.s in its full time video 
rates. 3 These competitive video rates have renained in effect aua 
are now exempttd from the currcnt rate incrcase. That exemption, 
which is directly traceable to competitive cost factors, has been 
made in spite of the fact that all four of the fully distributed 
cost allocation methodologies in Bell’s August 1973-August 1974 cost 
of service study indicate that the ratio of net operating earnmgs 
to net investment is significantly lower for video service than for 

5 

the overall Bell Interstate system. 


3 FCC Docket No. 18684, Bell Exhibit P-ll. 

2 

Id. pages 5-6. 

3 FCC Docket No. 18634, Proposed Findings of the Bell System, page 362 


^ Bol 1 Statesent 6, page 26. 


5 Cost Data Volume 
2.07., 2.27., 4.9% 
respeetively, as 


1, page 015. tarnings ratios for celevision are 
and 4.4%, under FDC Methods 1, 2, 6 and 7, 
against the overall carnings ratio of 8.7Z. 
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ii.; o-iorv - .'--i - 


vi-.n -o wny ic uho-ild defer to conv 


A ,. ;;!)r resJ?v .ct to Video Le.- a ru; not with re,.»«c to TKLFAK. 

□ ir.a ■ sateri.il accospanying thi» race 

iO tne ,oi.wi.ii;i - - 

..... , -v,..- --.li «.ever cor.sidered the matter. :et the very 

filing Ji c , tv e...*t P.J.X 


. . : r -...ri the record or rCC Doc.coe f»o. 18x.2S con 

exter.sive evidenee con.ai.neci .n<. -e^u-u 

cemins the relative dcsiraoilicy of comoetitive alternatives to the 
Bell System for bolk users indicates that 3eil's apparent mdifterence 
to this issue could result in the loss of substantial voliar.es of 
service and the revenue contrlbution whlch they provide. Clearly, 
it is critical to the contlnued economic viability or Tc.L?AK service 
that Ball tak? its ovn earlier advice and reexanine the conpetitive 
environment in which it operates before proposing any furcher rate 
increases i or this aorvice. 


e 
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BE FONN Tit F. 

V«r'V^v-T C*r . •* . « ' ,-v'=t > ' r ;icn. 

WASIMXCiTON, 1). 0 !:.\'..V, 


In the Hatter of 


AJ4ERICAH TEI.EPl’01 ii! f, TTT.rr .'.APlt 

C 0* .PAN \ / Lo ng Li ne s aw i * n ) 

Revision of Tariff F.C.C. Ho. 2G0, ) 
Series 6000 Channels ) 


) Tranrmittal No. 122'"i 


To: The Chief, Coinnon Carrier Bureau 


PETITIOM TO EXTEND NOTICE PERIOD 


The American Broadcasting Companies, Inc., CBS INC., 
and National Broadcasting Company, Inc. (the "Network 
Companies"), by their attorneys, respeetfully petition 
that the Chief, Common Carrier Bureau, pursuant to 
Section 203 of the Communications Act of 1934, as amended 
(47 U.S.C. 203) and Section 0.297 of the Commission's 
Rules and Regulations, delay the effective date of the 
proposed revisions of American Telephone & Telegraph 
Company (hereinafter "AT&T") Tariff F.C.C. No. 260, filed 
on January 3, 1975, Transmittal No. 12241, by extending 
the notice period for an additional 90 days as provided 
by Section 203 of the Communications Act, unless there 

1 / 

is a voluntary extension of this nature by the carrier. 

1/ Being filed concurrently herevit.h is a Petition to 
~ Suspénd, Dcsignate For HCaring and Impose Accounting 
Condition, which sccks suspension of the tariff 
filing pursuant to Section 204 of the Act. Action 
granting this Petition to F.xtend Notice Period v/ould, 
of course, render the Petition to Suspend moot at this 
time. 
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)'j‘cl >ti iv\’ Stalem-nt 


1. Tiu ;v L i Lifi. . - — hbC, CBS and NBC — onch 
operate ca.., .r.ies \:U' ■rh provide public affnirs, nc-vr; a: r" 
cntc.-rta j.i;; , ;nl pvi y r. • r>y py radio nett/or’: ing. The.ra. 


netv;or):s a ro arnaig the pr.iiicipul purchascrs of the f. or h 
sories faex li i..i es pj. ovided by AT&T for program trnnrmxn- 
sion purposes. It in primarily through tho usc of sv.ch 
facilities that Pot.it ioners provide radio program natrh, ] 
to affiliated radio stations. In view of thesc and the 


following facts, the 'ct\:orh Companies each are partier; 
having a direct and substnntial interest in the proposeu 
rate changes involvod hero. 

2. Section 0.297 of the Commission’s Rules delegates 

to the Chief of the Comnon Carricr Bureau authority to act 

"upon all matters arising in connection v/ith the 
administration of tariff regulations promulgated by 
the Coinmission pursuant to Section 203 of tlic 
Communications Act, and, in connection v/ith the 
administration cf that section i n s o f a r a s it 
ro lates to the mod.if icat ion of reqniromcnts 
thereof or "made pursuant the re to, as authorir.ed ^ ( 

In paTrticular instanccs by suhs.ee tion (b) thexeof... 

' Consequently, this petition is propcrly directed to the 


Chief, Common Carricr Bureau. 
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3 . 

by the 
Trahi.r.vi 
in tho 
scricc 


U.i ry 3, 197:'», Uisr.il f rovision:: wcrc filod 

ri c;.-i 7< 1 1 >phonr ond Telegraph ronpanv — 

1.1 iil Ku. 1 ;•:>■'! -- which includid proposcd incroaso.; 
r,'les fc 11 of 7;Tf.T'a intcrstatc servicen (oxccpt 
700Q--t<:J ovi r.ion) , incltiding the rsossagc toll, 


V.7.YS, private* li.no telephone and telegraph, Teipa); and 
audio service;;. Although proposing substan i ial revisions 
in the rato strueture for the principal message toll 
serv.ices, changos in the raten for tho various private line 
Services are being made on the basis of a mechanistic aer* ~s- 


the-boare. npproach. As stated by AY&T: 

"For the private line Services, v.’c are 
general!y applyi ng the sar.io port en Lage increasc 
to iv.ost privaUo line raUe clcwcnts. Thnt is, tho 
rate cler.enUs, .including any non-reenrring 
chargen, have boen aojusted uniforuly by the same* 
percentage increasc . . . (Bell Stateinent C, 

page 2) 

Yhus, the audio (series GOOO chnnnels) and other private 

.line rate elcnents have heen incroascd mcchan.isticallv by 

1 / 

application of a flat 7. Gt incrcase in chargen irrcspective 


1/ Sec f> unna ry of Rate Chamjos, page 10, accompanying 
ATUT Tranen; i u al Ko. *12241. 
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C»1 l,'ii 


«;v oi;;or m.irkei or piblic inter- 


or.»t co r: r:-• *. ' ? *•. 3 r • 1« t < • < i to cpocilic scrv i ror. . 

j ii vi fr'-; oi' t ]i i.:j procedure, the si b::.l.anl Lai iupacL 
v?hich the propMrrd rate in cr case r. will have on the rauio 
netverks ard r.r« likclv to havn unon othor radio broadcest 
cur.to.vjro, and the ovorwholming vol uroe of b '<.< fi^cd by APf. i 
in GV.npoi.i-. of itu proposal which must bo revi cv.rcd by interostca 
partier., the notice period should bo extonded for an additional 
90 days ac provided by Soction 203 of tho Coir nun.ications Act. 

The Proposed Chanqes In 
Audio Rater. Are biholy To Havn 
A Major Impao t On Radio Ne Lwork i a_N 

5. The proposed increasc in chargcs for auoio seivicoG 

to which this petition is dircctod are noit 1 or l.unor nor m- 

conscquontinl. They «ire likely to have a major impact upon 

the radio broadcasting industry and the public interest in 

radio broadcasting. Under the proposed rate revisions, tho 

overall revenues paid tb AT&T by the radio broadcasting 

industry would immcdiatcly be incrcased by approximately 

$1.7 million ^nnually to in exccss of $23 million. The 

foresecablo overall impact will bc an additional rate burden 

upon individual radio broadcast stations ar. well as on the 

2 / 

radio nctworhs. 

1/ Thi r. figure ir. projeetod on the follcwing basis: curront 
~ revenues rceeived by ATKT from the mulio sorvicco total 
S 0 1 r >9 million (Voluroo 4 - Cost bata, submittcd vatn 
illrl 3 fili,,,); o W Uc»tiu„ uf.tho 7.8t aero»»- 

the-boa) d increasc: (wilhout n,arket rostne tron) add., 
anolhe)' $1. / Million annually. 

2/ The laLost FCC pu)>lished financi.nl data for AM and FM 
- radio in the year 1973 has just beon reloasecl. *>eo ICC 
News Release, danuary 17, 1979, Miroeo 4401.7.. 
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Ho Jur Li f ic.i I \cn i; ■; ],ivn 
bljovn» Hor A.pp !i r-,-, • i»>;i OL An 
Acrn e-.- H !' -ro.ii u 3 r- ' r-.y. r in H r. tos 

>. As cxplained above, ATf.T ceakc additional revcnues 

fia i. Lho undio servicen -- . r. wc-l I an uthor private line 

service?:. -- by levying n flat 7. fl" aeross-the-board 

ineivase in raten for theso servicen. Yet, other thnn 

general commentary on the state of current economic 

conditions, ATi/f offerr. no justification for such 

ineveases in chargen for the radio Services. 

7. the purpose of the rate revisions, as stated, is 

mc re ly "to aehieve the same proportionate increase in the 

revenue levels for those Services as that derived from 
1 / 

MTS." But, this is not a jur.tif ication for an increase 
in chargcs for a particular service category — it is only a stated 
intention. ATf.T does not demonstrate, for example, precisoly 
hov; the purported increase in the cost of debt and equity 
Capital — one of the reasons why Bell nov; seeks a higher 
rate oi retur*, — impacts on the audio Services. Indeed, 

1/ Letter from James R. Billingsley, AT&T Vice President, 
to Chairman Richard E. V<’iley, dated January 3, 1975, 
page 5. 
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the ncvd f 
struct 

the pre ; r: 
relat'.f 

v/e unciorr;'.’! 


acid it.i. on a] Capital to satisfy 
'•n ■> renont f; i:; tks principa) r ca 
rate inercases. Hov/over, this 
the aud? r. preg ra; ; trnnr.mir.aicm 
, kave boer relative] y stable 


long-tcrn con - 
rr»n given fe r 
may have no 
servicen vhich 
in size iii rec 


<n t 


y 

years. Why tlien should the audio Services bear an incrcasc 
in rater. ).•>••• sed upon the purported need for additional capital 
to finance construction and expansion of other plant 
and service?? Certainly it should not where ne showing has 
been made -- as is tite case hore — that relates to the 
particulcr service category in question. 

0. Thore is, in addition, sorious question whether an 
across-tl.e-board incrcnsc in rates for all service categori er., 
irrcspective of cost and market conditions affecting 
particu 1 ar Services, ir, unlawfu] and violativc of the 
Act. Soe, e.g., American Tru c king Associa t ion, Inc, v. P.C.r. 
126 U.S. App. D.C. 236, 377 F. 2d 121 (1966), cert . den . 306 
U.S. 943 (1967). 


1/ AT&T has recontly .indicatod that the entire $4 billion 

originally sought for its construction program (Billingsley 
letter, page 2), may no longer be required. The New Yo rk 
Time s (January 16, 1975; page 57) reports a recent announce 
ment: by John DeButts, ATfcT Board Chairman, that new money 
rcquircnients for 1975 would be about $3.3 billion -- almost 
$1 billion less thau originally anticipatcd. 
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•r-nr. C'-rnrr.ission Gh .eld 
J'*.') ioc] bor An Ab ’■> ! '• o 


'> < i.(.1 the IJol i (•(' 
!. •» ncty Dnvr 


‘J . The cnsonce of the si”. nation now confrontiny the 
CoiftiTij : . n .'pponrs to be «.a fo 11 ovn . The quo sl..ionc pro- 

sentoo difficult ener.. The carrier asserts fh.it: the 
propercd r r. te. incrcanos £o aud Lo service r, ai o v.-arranted 
by recer.t cha nges in ejenera] c.conoraic conditions. The 
broadcar. t ueor interosts assori that the carri er 1 n ca se, 
based upon inadequate and insuff i cient data, at least 
faii.s ref leet applicable ].-:bl ic policy cojv iderations. 
The ultJuito answers to the difficult questionn prer.cntcd 
v.’i3 1 no ‘ be knovm until tlic.ee list been an apprc>priate 
Commisrion inqu.iry into theso matters. But meanvhile the 
Coimnission must malce come de ter mi nation conccrninq v:hether 
the proposed new rates — inc3utled .in a puckage constitu- 
ting the largest single rate fil ing in AT£.T's hiatory — 
should be permitted to become effcctive at thir> time. 

10. In a determination whethor at t:his st age to 
resolve doubts and uneertainties in favor of the carrier 
or in favor of the users it ic critical for the 
Commission lo recognizc that the burden of proof ir, impoced 
upon the carrier by statute (Section 204) "to show that tlic 
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incroasod charge, or pronoseu incrcased charge is just and 
• mM . . . Ar, n tndtcate above, the tariff on its 


, , _ " ac .- i incMcate annve, 

rcaconcMc . . . • 

face as it rclatcs to the a-dio service categorv raises qucs- 
tions in so many vit-l r~Y ct= that it cannot be said to 
constitute oven a persuasiva throshold showing in support of 
the carrier position. bcverthclcss, the inposition of the 
tariff revisions may rcquire substantial changes in industry 
practice and force the industry to undergå adjustments which 
would in turn be affected by the outcone of a hearing UKely to 
be adverse to the carrier. lader such conditions the doubts 
should not be resolved in favor of the carrier, and the 
effective date of the tariff revisions should be extended 
to enable the Commission and the public some minimal addi- 
tional time in which to reviow the rate revisions bein, 

proposed and their likoly ir.pact. 

11. This period will, at the very least, be needed 
both for the necessary adjustments in netvork-affiliate 
relationships, business and financial planninq, and other 
areas of the industry vithin which adjustments must be 
made. Appropriate technical, budget and financial, and 
operational analysis of the proposed changes, by both 
networks and individual stations, must underly such 
necessary adjustments. They must also provide the basis 

. i. •. .u.,, 1,1 Kr> noted that in terms of 

y SÆTSS allovring^the proposed rates to go into_ 
effeet would have a major rmnact upon the radio b 
last industry. Delaving the cffcctivcnoss of such 
rates would have only the most minimal effeet upon 
AT&T which seeks revenues of some *.00 million. 
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error. 










12 . v?e do not argue that AT&T should not be permitted 
to charo:> proper raten and rcalize an appropriate return. 

But the facts hero strongly under score the need to 
reviov eorefully the proposed drastic rate changes 

and inerc-ases beforc they are permitted to becorce effective. 


The Comnission Bas The Authority 
To Grant The Exto.rded Hotice 

Period Reguosted _ 


13. The Notwor); Coinpanies believe that the Comniission 
has the authority to extend the statutory notice period for 
tariff filings for the additional ninety day period requented 
herein. Section 203(b) of the Communications Act provides: 

"No change shall be made in the chargcs, classi- 
fications, regulations, or practices which have 
been so filed and publishcd exccpt after thirty 
days 1 notice to the Comniission and to the public 
. . .; but the Comniission roay, in its discretion 
and for good causo shov/n, modify the requircmcnts 
made by or under authority of tliis section in 

par ti c.n I ar_i nst ancos or by a general order 

appl.icabje to spec.ial circumstanees or conditions." 


1/ The Baltimore f, Ohio R. Co. v. Aber deen r< Kockfir.h B. Co., 

WTTjTsT'"L*V (T?6«)“ 







r 
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Jn rer: ;.i ? v ; '.{'lir/; '< et i r,y. 61.’•*! of it:: Fules nr/l Regn- 

lolii.]-* >'.< : r»? • •• j«od i i it f S" the ri'*> i rcvioiit s of 
Section 20' (’ ) of the l r.\. 'by a general order ap;-! i cablo 
to npocial c.ircumst ' r.rnr. , " i . o . , in thor-o r. i tun tions vhoro 
ratt: incroar.ae '.;orc 1 ■ing proposc a by cnrriors, 60 dayr» 
notico to tho public var; roquirrd rathor thnn 10, ar- hnd 
becn the case prcv.iousl.y. 

14. In upholding the Comm.i::ion' s authority to no 


modify the statutory requi remonts of Section 203 (b), the 
United Staten Court of Appoals foi. the Sccond Circuit, 
i n Americ a n T el o phone a 1 i d To loe ru/h C ompan v v. FCC , 

503 F.2d 612, Gl5 (157 4) , statcd: 


"As we notcd initially, Section 203(b) 
clearly provider; Ihat the FCC has the power to 
' mod i f y' the notieo requi roment. AT&T concodes 
thir. but argues that Lhc v.-ord 'modiiy' can on ly 
menn redu.ee: and cannot be interpreted to meun 
cnlaroe. The FCC and the intervenorn ureje that 
to modify mcans to change or to alter whether 
or not tl;is rcsults in an inerear.c or decrcase 
in the notice per i od. . . (V?]e are persuaded 

that to 'modify' mcans to alter or to change 
whether this involves cnlaryement or reduetion. 
Black's Lav Dictionary 1155 (4th ed. 1951) so 
defines the word and this is the normal mcaning 
which lav/yerr. and judges attribute to the term. 
Certainly, to modify an opinion or an order, 
is not nccesnnrily to rcducc it but simply to 
change .it, irrospcctive of any quantitative 
result." (footnotec omittoa) 


1/ 35 F.R. 16255, OcLober 16, 1 Q 70. 



[ 

13. Siuilarly, the Commissicn thus lian -the auL.horj.ty 

to "modiiy" the requ.rements of Section 203 (b) by extending 

the notice period "in particular instnnccs" as well an by 

genera] order as it did in the case of Rule 61.58. 

16. And this, wc subnit, is just such an instance 

where the Commission chould exercise its discretion and 

extend the notice period for an additional 90 days. As 

the court scatcd in AT&T v. FCC , supra , at 615-616: 

"Thus, even assuming that AT&T is correct in 
its position that to modify ncans to relax, 
to reduce or to tenpor, the change effeetuated 
hare does just that. By increasing the notice 
period fron 30 days to 60 days, the Commission 
is providing more tine for the public to file 
objeetions to, and for itself to evaluate, new 
tariffs. It is thus easing the strietures of 
the present rule; it is rclaxing its require- 
ments just as the NLRB did in Monsanto. In 
sum, an extension of time may well constitute 
a reduetion or easing of the requirements of 
the regulation. VThile this is obviously not 
in the econonic interest of the petitioner, 
the prime responsibility of the agency is to 
the public and not to the protected monopolist. 

See GTE Scrv. Corp. v. FCC, 474 F.2d 724, 730-32 
(2d Cir. 1973)." 

It is difficult to imagine a more propitious time for the 
exercisc of agency authority in this area. The instant 


tariff filing involves some $700 million in additional 
revenues — it is the single largest in AT&T's history and 
it reaches into every facet of American life. Surely, 


I 
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in l: c- - ei^cumstancc.s, U.rui n.onihr, additionul time 
du r i no • -licli the Commisrn on nnd ()»■ public may cvaluate 
ar.c! adj urt to tho massiv».* inerenno in rater, ir, not 


unrcacon.' 1 .!' lc 


Conclurion 


The above mttcrs considered, the Netvrark Companies 
respectf ully subir.it that the requested relief is appro- 
priatc and should be ordcrcd by the Commission in the 
exercine of its regulatory responoibilities. Wherefore, 
it is requested that the Commission extend the statutory 
notice period for an additional 90 days as provided by 
Sec t ion 203 of the Act. 

Respectfullv subnutted, 

AMERICAN BROADCASTING COMPANIES, INC 

CBS INC. 

national broadcasting company, inc. 


By. 


Joseph M. Kittner 


Norman P. Leventha1 

HcKenna, Wilkinson & Kittner 
1150 Seventeenth Street, N.Vb 
Washington, D. C. 20036 
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A!*»RU.l CA11 NUO.sPCAGTING CO’ ’17\in ].!j , 1!.C. 


KOAiS.L i) . ’nuUi l.Wlll 

An.i-rican Broadcasting Co;i»j>nniuK , 
1330 Avenue of" the Auer icnc 
New York, Nov; York 10010 


In r? 


CBS INC. 


Joseph Del riinco 
CBS INC. 

1090 M Street., N.W., 5th 1’ioor 
V7ushington, D.C. 2003G 


NATIONAL BROADCASTING COMB.YNY, INC. 


Ilc>\.Vij.'d Jionuerer 

National Broadcasting Company r Inc. 
ltiOO K Street, N.W. , Suite 6i0 
Washington, D.C. 20006 


January 28, 1975 


The i r At.tornoys 
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I3Kfo::e t:::-: 






WASifiNGTON, 1). C. L0554 



In the N.-.ttcr of ) 

) 

AMERIC: ' TniiLPHOHF. i TELEGRAPH ) 

COitiiit» i , .jong L i hg s L jpiu.* Li -*nt ) 

Revir: ion cf Tariff F.C.C. No. 260, ) 
Serien CQ00 Channels ) 


Transmittal Ho. 


To: The Commission 


PETITION TO SUSPEND, DESIGNATE FOR HEARING 
AND IMPOSE ACCOUNT 1130 COND IT ION_ 


The American Broadcasting Companies, Inc., CES INC. 
and National Broadcasting Company, Inc. vthe "NetWork ^ 
Companies"), by their attorneys, respectfully petition 
that the Coirmission, pursuant to Section 204 of the 
Communications Act of 1934, as am nded (47 U.S.C. 204): 
(a) Designate for hearing the question of the 

lawfulness and reasonatleness of the proposed 
tariff revisions of American Telephone & 
Telegraph Company (hereinafter "AT&T ) 

Tariff F.C.C. No. 260, filed on January 3, 
1975, Transmittal No. 12241, insofar as said 
fiiing propose changes in the charges for 
Series 6000 interexchange and local channels 
and station connections; 


1/ Being filed concurrontly herevith is a Petition to 
Extend Notice Feriod, which seeks an additional 90 
days delay in the effective date of the tariff fiiing 
pursuant to Scction 203 of the Act. This Petition to 
Suspcnd would become moot at this time with favorable 
action upon the "Petition to Extend Notice 'criod. 
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(i>) susoond thu said r cv i:, i on 5*.; and 
(c) jn-joiic: an accounting condition as providet. 
in Soction 20*1 of the Communications Act. 

Preliminar w Statcment 

1. The Petitioners — ABC, CBS and NBC -- each operate 
companies which provide public affairs, news and entertainment 
programming by radio networking. These networks are among 
the principal purchasers of the 6000 series facilities pro- 
vided by AT&T for program transmission purposes. It is 
priiiarily through the use of such facilities that Petitioners 
provide radio program material to affiliated radio stations. 
In view of these and the following facts, the NetWork 
Companie: each are parties having a direct and substantial 
interest in the proposed rate changes involved here. 

2. Section 1.773 of the Commission's Rules and 
Regulations requircs that a petition to suspend proposed 
rate increases be filed with the Commission and served upon 
the Common Carrier Bureau and the publishing carner at 
least 35 days before the effective date of the tariff 
schedule." The tariff revisions to which this petition is 
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di)* cL' u ..r»; co bocomc effoctivc March 4, 1975. Con- 
srrv* , thir. netition is time ly filed in accordance 
v/ith Ru le 1.773. 

3. On January 3, 1975, tariff revisions were filed 
by the American Telephone and Telegraph Company -- 
Transmittal IIo. 12241 — which ineluded proposed increases 
in the rates for all of ATJ-T’s interstate Services (except 
series 7000 —tdevision) , ineluding the message toll, 

WATS, private line telephone and telegraph, Telpak and 
audio Services. Although proposing substantial revisions 
in the rate strueture for the principal message toll 
Services, changes in the rates for the various private line 
Services are being made on the basis of a mechanistic aeross- 
the-board approach. As stated by AT&T: 

"For the private line Services, we are 
generally applying the same percentage increase 
to most private line rate elements. That is, the 
rate elements, ineluding any non-recurring 
charges, have been adjusted uniformly by the same 
percentage increase . . . (Bell Statement 6, 

page 2) 

Thus, the audio (series 6000 channel^) and other private 

line rate elements have been increased mechanistically by 

1 / 

application of a flat 7.8% increase in charges irrespective 


1/ See Summary oi Rate Changes, page 10, accompanyi^a 
AT&T Transmittal No. 12241. 
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of customor impact, or other co:;( , mnrkot or public intercst 
consideral io:ir. reia tod to spee i Fie servicen. 

4. J.n vi ev/ of this proccdure and the sub.stantinl impuct 
vhich the proposed rate increases v.vi 11 have on the radio 
netv/orks and arc likely to have upon other radio broadcast. 
cus torver s, the effeetive date should be suspended for the 
maximum stated statutory period as providod by Section 204 of 
the Communications Act. 


The Proposed Changcs In 
Audio bates Arc Likely To Have 
A Major Impac t On Radio Kctvrorking 

5. The proposed incr<_ase in charges for audio Services 
to v/hich this petition is dirccteJ are neither minor noi in- 
conscquont.ini . Thcy are. likely to have a major impact upon 
the radio broadcasting industry and the public interest in 
radio broadcasting. Under the proposed rate revisions, the 
overall revenues paid to 7VT&T by the radio broadcasting 


I 

I 

I 

I 

I 


industry v/ould imrccdiately be increascd by approximately 

1 / 

$1.7 million annually to in excecs of $23 million. The 

foreseeable overall impact v/ill be an additional rate burden 

upon individual radio broadcast stations as well as on the 

2 / 

radio networks. 


.1/ This figure is projeeted on the following basis: currrnt 
revenues received by AT&T rom the audio servicen total 
$21.59 million (Volume 4 - Cost Data, submitted with 
AT&T’s January 3 filing); application of the 7.8t aeross- 
the-board increase (v/i thout. market restriction) adds 
anothor $1.7 million annually. 

2/ The latost FCC publishod financial data for AM and FM 
radio in the year 1 973 has just been roleased. Sec l'CC 
News Kelease, January 17, 1975, Miinco 44R67. 
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Ro Just ic\'t.ion !l-m Bcon 
Shov/ri l or Aj ip] icat j on Of 7.n 
Acrn f r 1) ? ’ o ■.l d I j i cru.ist ■ in I '•'* L c *£l 

6. As explninod above, AT&T sceks additional revcnucr. 
frem thv auclio Services — as well as other private line 
Services -- by levying a flat 7.8% aeross-the-board 

incrcasc in rates for theso Services. Yet, other than 
general commentary on the state of current economic 
conditions, 7vTtT offers no justification for such 
inereases in charges for the radio Services. 

7. The purpose of the rate revisions, as stated, is 
merely "to achieve the same proportionate increase in the 
revenue lcvels for those se^rvicos as that derived from 

V 

MTS." But, this is not a justification for an increase 
in chargcs for a particular service category — it is only a stated 
intention. AT&T does not demonstratc, for example, precisely 
hov/ the purported increase in the cost of debt and eejuity 
Capital — onc of the rcasons why Bell now seeks a higher 
rat-' of return — impacts on the audio Services. Indeed, 

1/ Letter from James R, Billingsley, AT&T Vice President, 
to Chairman Richard E. Wiley, dated January 3, 1975, 
page 5. 


c. 
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s Liruc t.’.c'ii rvqi:.; rer/.ents in the Principal reason given for 

the proposed rate increuscs. Povover, thi.s may have no 

relation to the audio program trannr.iisr.ion Services which, 

v/e understand, have be en relatively stable in size in reccnt 
1 / 

years. Why tlien should the nuddo sorvicos fcear an incrcase 
in rates based upon the purported need for additional Capital 
to finarve construction and expansion of other plant 
and Services? Certainly it should not where no showing has 
been made -- as is the case hero -- that rclates to the 
particular service category in question. 

8. Thcre is, in addition, serious question vhether an 
aeross-the-board increase in rates for all service categories, 
irrcspcctive of cost and market conditions affecting 
particular Services, is unlawfu) and violative of the 
Act. See, e.g., American Trncking Association, Inc, v. F.C.C. , 
126 U.S. App. D.C. 236, 377 F.2d 121 (1966), cert . den . 386 
U.S. 943 (1967). 


1/ AT&T has reccntly indicatcd that the entire $4 billion 

originally sought for its construction program (Billingsley 
letter, page 2), may no longer be required. The New York 
Times (January 16, 1975; page 57) reports a reccnt announce- 
ment by John DcButts, AT&T Chairman, that new money requirc- 
ments for 1975 would be about $3.3 billion -- almost 
$1 billion loss than originally anticipated. 
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The Co; .nusrii on r.hould hi.:.p ; :nd 
Tho Tar j f f Povisions And 
Dem j t ; )).11 f: f l'hf )'i J'or lloarjjiq 


9. Tho esseneo of tho 
Commicsion appoars to bo as 
sentcd ciic difficult onefi. 
proposed rate increases for 


situation now confronting tho 
follov.’s. The questions pre- 
The carricr asserts that the 
audio Services are v/arranted 


by recent. changcs in gencr«al ccononic conditions. The 
broadcaet uscr interests asser t that tho car r i or 1 s case, 
based upon inadcquate and insufficicnt data, at leaet 
fails to refleet applicablo public policy considcrations. 
The ultimate answerr. to the difficult questions presented 
will nov. be known until there lias been an appropriate 
Commission inquiry into these matters. But mcanv.’hile the 
Commission must make sone determination conccrning whether 
the proposed new rates — ineluded in a package constitu¬ 
ting the largest single rate filing in ATtT's history — 
should be permitted to bccome effcctive at this time. 

10. In a determination whethor at this stage to 
• resolve doubts and unccrtaintics in favor of the carrier 
I or in favor of the users it is critical for the 

Commission to rccognizo tliat the burden of proof is imposed 

I 

upon the carrier by ctatute (Scction 204) "to show that tlie 
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.i::c •.—ckargv, ui proposed incrcast d charge is just and 

reaso*Ar- wc indicatc above, the tariff on it;; 

face as it re) a i .os t<> the aud io service catcgory raison 

tjuestions in co inn ny vital rospects that it cannot bo said 

to constJ Lute even a pernuasive thrcshold shov;ing in support 

. of the carricr por.it on. Nevcrthelcss, the imposition of 

the tariff rev.isions may require substantial changes in indus- 

try practice and force the industry to undergo adjustments 

which would in turn be affected by the outeome of a hearing 

likely to be adverse to the carrier. Under such conditions 

the doubts should not be resolved in favor of the carricr, 

and the effective date of the tariff revisions should be 

1 / 

suspended for tlie statutory period. 

11. This period will, at the very least, be needed 
both for the nececsary adjustments in network-affiliatc 
relationships, business and financial planning, and other 
arcas of the industry v/ithin which adjustments must be 
made. Appropriate technical, budget and financial, and 
operational analysis of the proposed changes, by both 
networks and individual stationr., must underly such 
neccssary adjustments. Thcy must also provide the basis 

1/ In this respeet it should be noted that in terms of 
relative iinpact allowing t)ie proposed rates to go into 
effect would have a major impnet upon the radio broadcast 
industry. Delaying the effcctivcncss of such rates ponding 
an investigatory proceeding v;ould have only tlie most ' 
minimal effect upon ATAT which sccks revenues of somo 
$700 million. 

ft 

£ 

j 

* 
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on vhich interor.tcd partics may submit to the Contra 1 nr. ion 

oucli , • di *.' onr.1 positionr. an appcar to be v.\rranlcc!. 7«: 

Vvu inuk.ictl licrein, such an opportun i ty in cnr.onti.il; it 

cannot bo presuv.tcd that the mcthods, analyser, and 

assumptions upon v/hich ATf.V has procccdod are valid or 

free oi crror. - The roejuested iinposition of an "accounting" 

condition to become cffcctivc at the terminal i on of the 

suspensjon period, although desirable, provides far less 

2 / 

than the relief ncecicd. Such a condition wxll not 
precludc. or make possible avoidance of the industry wide 

changes and adjustments that vill flow from the imposition 
of the nov; rater, with their consequcnt impact upon the 
scope and nature of the radio broadcast Services availdl.e 

to the peoplo of our country. 

12. V’e do not artjue that 7\T&T should not be permitted 

to charge proper rates and realize an appropriate return. 

But the facts herc strongly undcrscore the need to suspend 
and investigate carefully the proposed drastic rate changes 
and incrcascs before they are permitted to become effective, 


1/ The Baltimore f. Oh io h. Co. v. Aberdeen l R ock f ish r °v> 

~ ^Trj“ins7“97“ (T5W. 

2/ Soe, e.g. , FFC v. Hnnt , 376 U.S. 515 at 52/1 (1964); 

F rc v. Tennessee Gas Transmission Co., 371 U.S. 14 j 

aFT5'!T“( TVCTT- 
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Conclus io n 

The above matters considered, the NetWork Companies 
rcspcctfully su bm i t that the requcs Lcd rclicf is 
approprinte and should be ord er ed by the ConuTii ssion in 
the exercir.c of its recjulatory responsibilities. Whereforo, 
it is requested that the Commission cuspcnd the tariff 
filing for the maximum stated statutory period of three 
months as provideu by Section 204 of the Act. 

Respectfully submitted, 

AMERICAN BROADC/vSTING COMPANIES, INC. 

CBS INC. 

NATIONAL BROADCASTING COMPANY, INC. 

4 

fi y_ r _ _ _ 

Joseph M. Kittner 


Norman P. Leventhal 

McKenna, Wilkinson & Kittner 
1150 Seventeenth Street, N.W. 
Washington, D. C. 200^6 
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AMERICAN DR0ADC7.&TINC COMPANIES, I::C. 


By__ 

Kobert J. KauJinan 

American Broadcasting Compan.ios, lr.c. 
1330 Avenue of the Amcricas 
Nev; York, Ilev; York 10019 


CBS INC. 


By_ 

Joseph DePranco 
CBS INC. 

1990 M Street, N.W., 5th Floor 
Washington, D.C. 20036 


NATIONAL BROADCASTI1 ’ 3 COMPANY, INC. 


Howard Monderer 

National Broadcasting Company, Inc. 
1800 K Street, N.W., Suite 610 
Washington, D.C. 20006 


January 28, 1975 


Their Attorneys 
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Eeforc the 

FE DE RAL COMMU:i I CAT IONS 
V7ashinctcn, D.C. 


COM''.ISS 10 
20554 


In the Matter of ) 

) 

AMERICAN TELEPHONE AMD ) 

TELEGRAPH COMPANY ) 

) 

Revisions to Tariffs F.C.C. ) 
Nos. 259, 260, and 263 ) 


Transnittal No. 12241 


To: The Commission 


PETITION TO CANCEL OR, IN THE ALTERNATIVE, 

_ SUSPEND AND INVESTIGATE _ 

The American Nevspaper Fublishers Association (ANPA) , 
by its attorneys, herebv petitions the Commissicn to cancel 
without an evidentiary hearing the rate increases filed by 
the American Telephone & Telegraph Company (ATtT) on January 3, 
1975, by ATtT Transnittal No. 12241. In the alternative, 

ANPA petitions the Ccmission to susper.d the rate increases 
for three n.onths, institute an investigation of the lav'ful- 
ness thereof, and, if the investigation has not bcen concluced 
and an order rr.ade v/ithin the period of the suspension, reauire 
the Ccirrier to keep accurate account of all anounts received 
by reasor. of such increases, speeifying by v/hon and in v/hose 
behalf such anounts are naid, and upon conpletion of the in- 
vestigation and clccisior» reguire the carricr to je..und, v<ith 
interes t, to the perscr.s in v/hose behalf such anounts v/ore 
paid, such portion of. such increased cliargos as by its acc.i- 
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sion shall be found not justified. In support of this peti- 
tion ANPA shows the following: 

Supniarv of Position 

in essence, ATST's latest rato proposal is designed to 
increase its profits on Interstate telephone service far 
beyond the rate of return alloved and declarod reasonable 
by the Conmission only tvo years age in Doch.et l!o. 19129 
(38 F.C.C.2d 213 (1972)). The Conmission has authorrty to 
cancel a tariff filing. such as this or.c, which is patently 
contrary to a Conmission Order, without an evidentiary hear- , 
ing. Because of the severo inpact of these rate increases 
on ANPA 1 s nebber newspapers, and on the public generally, 
at a tine of double digit inflation, and because of the dis- 
ruptive tining of this filing in relation to other rate pro- 
ceedings before the Conmission, this authorrty to cancel 
without hearing should be exercised with regard to this filing 
At a nininum, for the above reaaons, the filing should be 
suspended for the r.aximun statutory period and subjected to 
a thorough investigation as to its lawfulness. 

AMPA's Intcrest and _the_Imnact on Its Kembers 
The American Hewspaper Publishcrs Association is a 
non-profit menbership corporation conprised of more than 
1,100 daily newspapers whoso publicatior.s represent more 
than 901 of the total daily and Sunday circulation of news- 
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papors published in the United States. The ANPA keeps it- 
sel£ and its ir.cnbcrs fully inforned on all communications 
Services used by newspapers, includim, press communications 
Services and news wire Services. In reccnt years M1PA has 
participated, on behaH of its merbers, in numerous FCC rate- 
making proceedings, ineluding the Private Line Cas _ e _s (Pocket 
No. 11645), the Press Patc Case (Docket No. 15094), the 
cenpral Telephone Rate Investica tion (Docket No. 16258) , the 
melnak Sharinc case (Docket No. 17457), the P rivate Li ne/ 
Teloak Case (Doc^t No. 18128) , the H i/Lo Rate C ase (Docket 
NO. 19919), and the pr--1~ --- 1 shaved lise Ir.vestigation 
(Docket No. 20097). All of ther.e proceedings in one vav or 
another related to the adequaey o£ leased. line facilities 

and rates for the dissemination of news. 

Daily newspapers rely extensively on telephone co^uni- 
cations, purticularly for the gathering of news information. 
Interstate messago telephone service is perhaps the most im¬ 
portant nethod cf transmitting regional news from the scene 
tc editorial headquarters. Such telephone calls by reporters 
are often made on a collect or credit card basis, and in many 
cases fron telephone booths wherc operator assistance is re- 
quired. Koreover, most such long distance telephone calls 
occur within the region of the newspaper's service area and, 
thereforc, involve relatively short distances. Many news¬ 
papers also rely on WATS for news gathering and other opera- 
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tional needs, and again, service ovnr rclatively shorter 
distanccs is comm.on. The cost of message telephone service 
and WATS is a significant element in the operating budget of 
most daily newspapers. 

In addition, daily newspapers, with f ev; exceptions, sub- 
scribe to one or more news wire Services. The prime source 
of national and international news coverage for caily news- 
papers everywhere is one or both of the two Principal news 
wire Services, The Associated Press and United Press Inter¬ 
national. For smaller newspapers loceted outside of major 
urban areas, one or both of these news wire Services is often 
the only source of national and international news. Newspapers 
also have access to a variety of suppler.er.tal news Services 
for specialized and interpretative articles far beyona the 
limited nuirbcr of such Services available in any other country. 
Indeed, at the present time more than 30 different nev/s Ser¬ 
vices are available to newspapers in all or parts of the 
United States. These inelude not only the two major U.S. 
wire Services and supplemental and specialized U.S. nev/s Ser¬ 
vices, but also f oreign-owned Services such as these of the 
Reuters News Agency and the Times of London. These news 
wire Services are all heavily dependent upor. private line 

communications Services leased from AT&T. 

Finally, many newspapers use private line Services for 
such as to provide links to remotely lo 



intcrnal purposes, 
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coted news bureau», to trahsnit news copy, foatures, or photo 
graphs airong r.enbors o£ a ncwspaper group, or oven to trans- 
«it prepared copy fron editoriol offices to printing locations 
by use of sophisticated digital co:.,puter techniques. 

The inportance of efficiont, econonical coranunications 
Services for the press has long been recognized, and is 
currently entoodied in 5201 (b) of the cornunications het of 
1934,which authorize-s the Corr-ission to establish a press 
classif ication of service which n.ay have lov,er rate. than 

those set for other classcs of service. 

The ir.pact of the present rate increases proposed by 

_ . . « of IGpCcltfid 3T3tC 

AT&T roust be vievrøc aQOin.» <l J 

increases over the past decade, nony of which have fallen 
nere heavily upon the press than on ««•. custoners generally. 

In 1967, ATtT changed tho interer.char.ge nileage s l 
down pattern for private line service to increase 
for short hauls and l«r the charge for long hauls. While 
this char.gc was not intended to increase ATaT overall 
revenues, it did throw nore of a burclen onto the news wire 
Services, and thus indireetjy onto newspapers. bocause the 
news wire Services use a rclatively high proportion of short 
intercxchangc channel sections. Also in 1967, ATST elininated 
Tclpah A and B pur.uant to the Con»,ission's decision in Doc- 
het HO. 14251. This chango forccd the najor news wire ser- 


1 
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vices largely to discontinuc the ute of ToXpak «ith resul¬ 
tant cost increascs par,sed along to daily nev.spaperr,. 

In 1971, ATiT eliminated the press rate ,an££ pur 
suant to the Cormis=ion's decision in Docket ho. 15094. The 
elimination of press rates also sharply increased telephoto- 

graph service terminal rates. 

i in-r-oq for Telpak anci for 

In 1972, AT&T mcrcaseo lts c.it-jC 

. -» nt ^ q r ot oi*' lv resuUcc m 

single channel service terminals. ‘his no- o..iy 

Kni- nUo represented a 

increased overall revenues for AT&x bu. also rep 

- . ntP ii r e rates so as, once again, to 
restruetunng Oi pn\c.tc n . 

i ispose a heavier burcen or. the users of short haul and n.ul- 
tiple s tet ion circuits, vMch are typicnl of the press usc. 
Inclv.de d among these rate mereases v.-as 

crease for telephotcgraph service terminals «hieh speeially 
singled out the press users, who are the prrr.ery (if not 
on ly) users of telephotcgraph Services. Ar.cther adverse 
development for the press in 1972 was the failure of the 
efforts of the news «ire Services to share Telpak among 
press users as a result of the Corn.ission • s decision in 

Dockct No. 17457. 

In 1973» AT&T iir.poscd increascs on • Tj and 
vice designed to increaso its overall rate of return, pur- 
suant to the Commssion-s decision in Docket Mo. 19129. 

Finally, in 1974, AT IT' s IliLo rate strueture for pri¬ 
vate line service became effective. These rate revisions, 
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. _ -ind made applicable to the press, 
lf approved ty the Commission and made pp 

8 mllUo „ per year increase for private line 
would impose a v4.8 miliio p 

service on the five mager newswire services-an unprecedented 

434 rise in their costs for this service. most if not all 

• * ■> i-r> ANPA's members. 

of which would have to be passed on to ANPA 

In the short tine available to prepare this petiticn 
follewing AT £.T' s unheralded f il in, it has not been possiblc 
to assess the conplete scope of the impact of the present 
rate increase proposal or. daily newspapers. However, it is 
ciear that the impact will be serious. First, unlrhe 
the inajority of ATfcT' s rate increases in recer.t years, this 
filing involves sufcstantial increases for ro_t 
o£ long distance message telephone calls. As ene example 
• o, vhat the se rate increases can mean to daily newspapers. 
the cost of a three minute collect call by a reporter fer 
a Washington , D.C. newspaper coverin, a story in B.lti-oro 
Will increase by an unthinfcable 90%. Because of the van 
impact of the filing on different types of caifs-affecting most 
heavily longer duration calls, placed overshorter distances. 
and especially those requiring operator assistance-the percent 
increase in this erample is clearly more indicatrve of the 
true extent of the impact on newspapers than is AT(.T’s asscrtion 
that its overall revenues for MTS will rise by 7.21 in 1971. 
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Addit ionally, the filing proposes massive increases 
for WATS rates in tho lower mileagé hands, ranging up to 
3« for full business day service to weighted rileage bands 
of 150 miles and under. WATS ir. an important communications 
service for many newspapers, especially those which ga 
rws over a fairly dispersed region, and those increases 
mey well render the eontinued use of WATS by many press 
customers uneconomical, thus inhrbiting the gathering of 

regional news. 

Pinally,- the ATST filing proposes a Virtual aeross- 
the-board 7 . 8 % rate increase for private line service. 

These increases will affect many newspapers which directly 
use private line service and, more signif icantly, will 
indirectly affect newspapers because of the additional 
impact on the news wire Services, a major portion of whose 
costs are for private lines. ANPA estimates that present 
costs for the five largest news wire Services alone will 
be increased by roughly $600,000 per year over rates now 
effective. This filing, if effoetuated. would also exacerbate 
the potential adverse impact of the HiLo tariff on these five 
servicen uy more than $1/3 million annually. Since the news 
wire Services must inevitably pass most of these increases 
on to daily newspapers, the ultimate burden will fall on 

ANPA's members. 
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The Conn< is s i on C an and s h-°i^^arino 

Ra Ve l ncrpa r . o s ^ --~ 

t-h-it the relief it requests in this 

ANPA recognizeG that t . 

petition - cancellation of »tc -crca.es «ithout an ev, 
dentiary hearing - is -traordinary . «owever, 
believes that the problems of regulating the » °r 
supplicr of communications Services in the puhiic interest 

are extraordinary and call for such relief. As rs shoe,n 
below, the Commission has anple authority to tahe thrs se, 
and there are conpelling retsons ,hy it should do so rn ; hra 

case.* .c;. 

The basic authority for the Conmission to cance 

• - -rv hearir.g was succinctly stated 
tariff without an eviccntl-n 

• • -s"\ r i Bo c 1 r ds v. t P C # 45 . 

by Judge Levcnthal in n H1 lc i palJhl^t_2°,- 

F.2d 1341, 1345 (D.C. Cir. 1971): 

••There are ° cc |;; i °;:| p^adings^ithout^en eviden- 

?il?r^lr^ “e^Ihfoppos n 9j presentat r s ut 

reveal that no dispnte of i| i 

only a question “ . f,? ““«irter a cisputc 

of such a natuie tl • to ventilate the 

underlyfng facts to aid in policy deternrnatron. 

* AMPA also believes that Jj^bo 1 rejeeted with- 

Cft-rnblv unlav/ful cn its fact. and - t ies. See Associated 

out reference to the filinge cir . 1971) » Honiclpal 

Light Bis FC v! 'PC. iso r 2d »«. o »« o (^. y c tr ;h i971,. pot 

tisrfpetition ^o thc Chief, Common Carricr Bureau to rejee 

these rate increases. 
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in the radio licensing con text, the Suprcr.e Court has 
made it clear that applications clenrly contrary to a Con- 
mission rule maybo denied without a hearing. As the Court 
said, -He do not thir.k Congress intended the Corais.io» to 
vaste time on applications that do not state a valid basis 
for a hearing." United States v. S t orer Brpa<-eastlns_C°t. 
351 U.S. 192, 205 (1956). This reasoning is equally appli- 
cable to the Coirmiscion's authority to regulate cor.m.on 
carriors since the principle is gor.erally recogr.ized that 


"the right of oppertumty -or he,.r_ng t.c.s not 

%* _ be er.oty sounc and 

rcauire a procecuie tnav v.iii ‘-f -.s , , 1ich 

. r . , * • r . *3 tg cc-c*o~*cs østicujlisn f 

cViout sianifvmq nothing. - A - e r ;rcui.u.^ ^ 

for* examplc ,* that no evidentiary hcarr,,g_rs regurrec, 
v/here there is nc cicpute cn tl.e -aCvS^..c J-j}® 
agency proceeding ir.volves only a quesaon of 1 

Citizen* f^m^^oun^in-Va-L^' “esV 
Tl2 5, Tj. 2 8 ene. cascs cuec n.- (D.C. Cir. ' 


ANPA recognizes that the usual Cor.-ussion procedure 
concernir.g a tariff filir.g of guestior.able lavfulness is 
a suspension and ir.vestigation under 5204 o£ the Communi¬ 
cations Act. Furthermore, AXPA cor.r.er.ds the Coræission for 
its attempts in recent enses such as the 1 !\/,o Case (Dochet 
No. 19919), and the V’ATS Case (rocket Ho. 19989) to expedite 
§204 investigations in recognition of the serious impact 
on custoroers of rate increases vhich go into effect after 
the three month suspension period provided for in §204. 
Hovever, as the Commission is vell avare, even these ex- 
pedited proceedings cannot be complotcd within the three 
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mo nth suspension pcriod. The HiÆo investigation, for 
exanplo, was instituted irore than a year ago. 4-1 F.C.C.2d 
697 (1974), and the case still «wnits a Ccbbission docision. 

0£ course, a case such as !li/Lo involves cor.pleK factual 
issues which nust be resolved to deterbine the lawfulness 
of the tariff revisions at issuo, and lengthy proceedings 
are necessary to assure that all parties are accorded due . 

process and the rccord is fully developed. 

Ki th regard to the present filing, however, MiPA believes 

that ATST-s subt.iission in support o£ the requested rate in- 
creases clearly shcws that an inquiry into unfierlying factual 
questions is not necessary beforc a decision can be bade on 
the lawfulness of the tariff revisions. Specifically, the 
entire filing is premised on an alleged r.eed by ATCi for a 
greatly increased rate of «turn. As aO.itted in Bell State- 
ment 2, page 16, subbitted with the filing, the estiifcited 
effeet of the new rate schedules at 1975 levels of business 
would be an increase in the vieved rate of return for 1975 
to 10 3/4 percent." This 10 3/45 rate of return far excceds 
t he 8.5 - 9.05 return four.d reasonable by the Cobbission in 
Dockct 19129, 36 F.C.C.2d 213, 245 (1972), and the tariff 
filing can and should bo cancelled solely on that ground. 

The Sccond Circuit, in its rccent dotailed analysis 
of the conmission-s pov.-ers to suspend or rejeet rate in- 
specificnlly recognized that such a procedurc 
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might be followed. 

"Neither the filing nor the effoctiveness of^ne^ 
ratcs renders rr.oot a deternin^ i . Signifi- 

ness of ratcs prcvious y ci«-rgc . [the 

cant questions of lav; and policy r ®^ A rates can bG 

Ccnmission's] ad]ucication . nnPS ." American 

applied to its evaluation o. the ne., oncs 
Telephone ft_Tcles?ifauh 'Co ..v. TCC, 467 F.2C 
(2d Cir. 1973) . 

The 8.5 - 9.0% rate of return v;as established by the 
Coimission at the conclusion of Phase I of Pocket 19129, 
investigation pursuant to, inter aUa, 5205 of the Coimuni- 
cations Act into the lawfulnoss of HIS rate increates pro- 
pcsed by AT IT. A.T&T had a full opporturuty .or heanr.g 
that proceeding, and, at its conclusion, the Ccmmission spe- 
cifically found that "an earned rate of return v.-ithin thi. 

.. 4-ir-iff rates would be considcred 

8 5 - 9.0% range at tnese tantr raca 

b ’ US vo be reasonable." 38 F.C.C.2d at 245. The Co,r,ission 

then ordered ATM to cancel proposed rates predicated on a 
rate of return objective of 9.St, id- at 251, ar.d permitted 
Ax „ to file rate increases consistent «ith its Order on an 
interim basis subject to further hearings as to the laoful- 
ness of the specific components of the revised rate sched- 
uies in Phase II of Docket No. 19129 and to the cormission’s 
' deoi ion on ratcmaking principles and factors in Docket No. 

lbora. 38 F.C.C.2d 934, 985, 987 (1973). 

W4PA submits that the net effect of these orders is 
to prohibit AT ST from implcmenting rate increases v.-hich 
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would incroase its rote of return above the 0.5 - 9.0% 
level during the pe-ndcncy of Dockets 19129 ar.d 18128, at 
leact in the abscnce of special pernission by the Conunission. 

The Sccond Circuit opinion supports this viev/. The 
Court held that a rate prescription under 5205 requires a 
"full opportunity for hearing" and a detemination that 
the rate to be prescribed will be 'just and reasonoble. 

487 F.2d at 874. This the Commission has done. Although 
the Coimissicn did not use the terir. "prescribe in its 
orders, nonetheless, as the Court held, - [T]o determine vhethor 
rates have been prescribed the aetual rr.pact cf agency 
action and not its form is decisive." ,Id. See elso Ar o ncan 
Telephone & T e legraph Co. v. FC C, 449 F.2d 439, 451 R n.12 

(2d Cir. 1971) . 

The Court also emphasized that the effect of a §205 
rate prescription is that " [i)t coirpels the carriej. to 
adherc to a fixed rate which can be revised only v;ith prior 
Coirmission pernission." 487 F.2d at 874. In addition, "the 
Commission may prescribe rates which are 'just and reason- 
able' and nay require the latest tariffs fil ed to be adjusted 
to conforn to such prescription." Id. at 880-81. 

Thus, A1JPA submits that the Coronission has indubitabj.c 
authority to cancel thcsc rate increases and speeify that 
ATRT seek special penr.ission for an incrcased rate of return, 
and/or file a new set of tariff revisions which confoms to 


i 
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the prescribed 8.5 - 3.0% rate of return. Assunvng AT&T 
cho oses to seek special p^ission' for an incro—d «f 
of return, the Conusission could evaluato the ments of such 

a request in a full evidentiary hearing vithout allowrng 

• , • r; n ,i r? t e increases to be imposcd 

massive, and not yet gustified. rate rncr 

on users. 

• , . _ j. up rrtion suirjnarizec 

.i... r Arn’ t \i qsion to t g triø 
ANPA urges the conunis&iwj 

'above without further proceedings, since AT«,T’s £lUnq 
clearly contrary to a Corsnission Order, —theless. if the 
Conunission shnuld deem additional legal argument to be rn 
order, NIPA nctes that the Second Circuit opinion states 
that "[d]uring the evaluation lof new rates by applying lat 
and policy resolved as to old rates,. the Cormission nay 
suspend the rate changes for the three month period and may 
further protect users by entering an accounting oroer for 
possible refunds.» 487 F.2d at 881. Thus. without setting 
out on en unneeeesary and time consuming evidentiary hear- 
ing, the Coirmission has a "breathing space" during «hich to 
evaluate the threshold legal and policy guestions ap P licab,e 

to this rate filing. 

a Minimum the Conunission Should 
r.uspond ond invest ina te the Vatn Incrc,.s _^ 

For the reasons statcd above, the best course for the 
Commission to follou with regard to these proposed rate in- 
crcasos is to canccl thcm without a hoaring, leavin, o P en 


i 









A. 297 


- 13 


the possibility of a hearing on the ncrits of Mlfs pro- 
posal in the contcxt of a request for special peirdssion 
to file rates for on increased rote of roturn. 

If, however, the Conmission !oes not elect this courso, 
the questionable lawfulnesfs of the filing der.anda that it 
be suspended for the full statutory period and subjeeted to 
an investigation under 5204 of the Act. AWA has not yct 
had tiirre to evaluate in detail the faetual alleyations in 
AT&T's 8,000-page backgrounJ support for this fllir.g, ane 
assurv.es that no other party, ir.cluding the Corason carrier 
Bureau, has done so either. . This fact alone would reguire 
a hearing. Moreover, the substantial inpact on the cost to 
newspapers of gathering nerts raises serious questions as 
to whether this filing is in the public interost in the «b- 
sence of a provision for redueod rotos to the press as en- 

visioned by §201 (b) of the 7rCr-. 

in oddition, this tariff filing affects rates vhich 

are at issue in Docket tlos. 18128 (Telpak/Private Line), 
19129 (KTS/WATS) , 19919 (Private Line) , and 19989 (VJATS) . 
The relationrhip of the present filing to the rates at 
issue in those proceedings should be explored in those 

doekets and/or in a new proceoding. 

Finally, ANPA urges the Cortmission to establish ex- 

pedited procedures, consistent with due process, for any 
investigation it may undurtoko, in order that the burdens 


v 
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of incrcased rates not be prolongert unneccosarily. IB 
any such hcaring orrter the Co^isslon shoulrt reguire an 
accounting for posr.iblc refunrts cf overcharges m orrter 
to protect users, to that ertent at least. fron rate rn- 
creases which MW» 1- «mfidont «ill »«l»t.l» be founrt 

unlawful. 

. 4 -v. the c orm 3 s ion enn cg 1 

WHEREFORE» ANPA requests that the 

without an evifientiary hcaring the rate increaaea frlert wrth 

Trar.sr.ittal Ho. 12241 and require M« to obtarn specra 

perndssion before filing any rate increases prenisert on a 

rate o, retorn in ercess of 9.5 - 9.0». I» **» alternative. 

anrt at a nininu*. JWPA requents the Cornission to suspenrt 

for three ironths, investigate or. an expeditec* basis, 

order an accounting of these rate increases. 

P.espectfully subrr.itted, 

AMERICA!! UEWSPAPEF. PUDLISHERS 

association 


BV /s/ A1CV Slus B. Mc Cabe_ 
' Aioysius B. KcCabe 


January 28, 1975 


/«= / Michael Yoursha\7_ 
'Michael Yourshaw 

of 


Kirkland, Ellis & Rowe 

1776 K Street, N.W._ 

Washington, D.C. 20006 

Its Attorneyr, 


Before the 

FEDERAL CO“'.UT11CATIONS COMMI5SION 
Washington, D.C. 20554 


In the Matter cf ) 

) 

AMERICAN TELEPHONE AND ) 

TELEGRAPH COMPANY ) 

) Transmittal No. 12241 
Revisions to Tariffs F.C.C. ) 

Nos. 259, 260, and 263 ) 

To: Chief, Corner. Carrier Bureau 

PETTTION TO REJECT 

The American Newspaper Publishers Association (ANPA), 
by its attomeys, hereby petitions the Chief, Common Carrier 
Bureau to rejeet the rate increases filed by the American 
Telephone & Telegraph Cor.pany (AT&T) on January 3, 1975, 
by AT&T Transnittal No. 12241. In support of this petition 
ANPA shows the follov:ing: 

There can be no doubt that the Commission has authority 
to rejeet this tariff filing if it is “demonstrably unlawful 
on its face." Associated Press v. FCC , 448 F.2d 1095, 1103 
(D.C. Cir. 1971). See also American Telephone & Telegraph 
Co. v. FCC , 487 F.2a 864, 880 n.33 (2d Cir. 1973). The 
rejeetion of a tariff by an agency is permitted not only 
because of "defects of form.'' but also "where the filing is 
so patently a nullity as a r.atter of substantive law, that 
administrative efficier.cy and justice are furthered by 
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obviating any docket at the threshold rather than opening 
e futile docket." Municipal Light' D oards v. FPC , 450 F.2d 

1341, 1346 (D.C. Cir. 1971). 

Specifically, §S 61.38 and 61.69 of the Commission's 
Rules require AT&T to submit sufficient data to shov? that 
the rate has prima facie support# or face rejection. See 
Tariffs # 25 F.C.C.2d 957, 965# 973 (1970). 

As is shown in detail in ANPA's "Petition To Cancel or, 
in the Alternative, Suspend and Investigate," filed with 
the Connissicn contemporaneously with this petition, the 
supporting material filed with AT&T's January 3, 1975, rate 
increase proposal clearly shows that the filing is in direct 
contravention of the Commission's rate of return Order in 
Docket No. 19129# 38 F.C.C.2d 213 (1972), in that the filing 
is based on a 10.75% rate of return whereas the Commission 
has established an 8.5 - 9.0% rate of return as reasonable 
for AT&T. A copy of ANPA's petition to the Commission is 
attached hereto and is incorporated by reference in further 
support of this petition to reject. 

There is no need for extensive legal argument, hearings 
or other proceedings prior to rejection of AT&T's filing. 
ÅT&T freely adnits throughout its supporting material that 
the filed rates are intended to achieve a rate of return 
of 10.75%. See , e.g. , Bell Statement 2# p. 16. It is 
equally clear that the Commission has specified a range of 
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8.5 - 9.0% as the range of reasonableness for the earnings 

of Bell or. its interstate operations. 38 F.C.C.2d 213, - -- 

245 (1972) . This Corrønission Order has the force and effect 

of lav;, and, thorefore, AT&T's rate filing is "demonstrably 

unlawful cn its face." Thus, the duty of the Chief, Conunon 

Carrier Bureau is clear: to reject this tariff filing 

before it can becoitie effective. 

Respectfully subir.itted, 

AMERICAN NEWSPAPER PUBLISHERS 
ASSOCIATION 

By /s/ Aloysius B. McCabe _ 

Aloysius B. McCabe 

/s/ Michael fourshaw _ 

Michael Yourshaw 

of 

Kirkland, Ellis & Rowe 
1776 K Street, N.W. 

Washington, D.C. 20006 

Its Attomeys 

January 28, 1975 


% 


T 



v 


A. 302 

ATTACHMENT 

Before the 

FEDERAL CGMMUNICATIOMS COMMISSION 
Washington, D.C. 20554 

In the Matter of 

AME RI C AI’ TELEPHONE AND 
TELEGRAPH COMPANY 

Revisions to Tariffs F.C.C. 

Nos. 259, 260, and 263 

To: The Commission 

PETITION TO CANCEL OR, IN THE ALTERNATIVE, 

_ SUSPEND AND INVESTIGAT E_ 

The American Kewspape ^ublishers Association (ANPA), 
by its attorneys, hereby petitions the Commission to cancel 
v/ithout an evidentiary hearing the rate increases filed by 
the American Telephone & Telegraph Company (AT&T) on January 3, 
1975, by AT£T Transr.ittal No. 12241. In the alternative, 

ANPA petitions the Ccm.ission to suspend the rate increases 
for three months, institute an investigation of the lawful- 
ness tnereof, and, if the investig"'.ion has not been concluded 
and an order made within the period of the suspension, require 
the carrier to keep accurate account of all amounts received 
by reason of such increases, specifying by whon and in whose 
behalf such amounts are paid, and upon completion of the ir- 
vestigation and decision require the carrier to refund, with 
interest, to the persons in vhose behalf such amounts were 
paid, such portion of such increased charges as by its deci- 

[The remainder of ANPA's Petition to Cancel 
is reproduced at A. 284—301, supra .] 


i 

) 

) 

) 

) . Transmittal No. 12241 
) 

) 
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Before the • 

FE DE R AL COMMUNICATIONS COMMISSIOM 
VJashington, D.C. 20554 


In the 'tatter of ) 

) 

AKE RI C Att TELEPHONE AUD ) 

TELEGRAPH COMPANY ) 

) Transmittal No. 12241 

Revisions to Tariffs F.C.C. ) 

Nos. 259, 260, and 263 ) 


To: The Ccrmission 


PETITION TO CANCEL OR, 

IN THE ALTERNATIVE, SUSPEND AND INVESTIGATE 

The Associated Press (AP), by its attorneys, hereby 
petition.s the Commission to cancel, witl.out an evidentiary 
hearing, the rate increases filed by the American Telephone 
& Telegrach Company (A.T&T) on January 3, 19 75, by ATST Trans¬ 
mittal No. 12241. In the alternative, AP petitions the Com- 
mission tc suspend the rate increases for three months, in¬ 
stitute ar. irvestigation of the lawfulness thereof, and, 
i f the irvestigation has nct been concluded and an order 
made v;ithin the period of the suspension, require the car- 
rier to keep accurate account of all amounts received by 
reason cf such increases, specifying by whora and in whose 
behalf such amounts are paid, and upon completion of the 
investigaticn and decision require the carrier to refund, 
with interest, to the persons in whose behalf such amounts 
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were paid, such portion of such increased charges as by 
its decision shall be four.d not justified. In support of 
this petit ion AP shov:s the follovring: 

In essence, ATtT's latest rate proposal is designed to 
increase its profits on interstate telephone service far 
beyond the rate of return allov/ed and declared reasonable 
by the Coirirission only tv;o years ago in Docket lio. 191^.9. 

38 F.C.C.2d 213 (1972). The Concnission has authority to 
cancel a tariff filing, such as this one, which is patently 
contrary to a Corrrissicn order, without an cvicentiary hear- 
ing. Because of the severe inpact of these rate increases 
on AP's news wire Services, and on the public generally, 
at a tirre of double dicit ir.flation, and because Oi the 
disruptive tining of this filing in relation to other rate 
proceedings before the Ccnmission, this authority to rancel 
without hearir.g should be exercised with regard to this 
filing. At a nininur., for the above reasons, the friing 
should be suspended for the rcaximum statutory period and 
be subjected to a thorough investigation as tc its lawfulness. 

AP's Interest 

The Associated Press is one of the principal suppliers 
to the natio.i' s newspapers and broadcast. rtations of nation¬ 
al, internationa? , ar.d regional news. AP is o nor-profic 
cooperat've v.hcse r.erbership includes moro than 1,250 daily 
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newspapers and rorc than 2,500 broadcast statior.s , many of 
v/hich alsc subscribe to other nev:s and supplemental news 
Services. 

AP's purpose ;s to gather and disseminate rapidly and 
accurately tc its merbers news fron all parts of the world. 
The operatior.al philosophy of The Associated Press is set 
out in Article 1 of its By-lav/s. According to the By-laws; 

"The Associated Press is a nutual and’coopera- 
tive association forir.ed to gather with economy and 
efficiency an accurate and inpartial report of the 
news. The ur. i on for a connon ain and purpose of 
representatives cf all shades of thought and opin¬ 
ion - political, social, economic, religious - is 
assurance the news cathered and distributed by The 
Associated Press shall be as objective and complete 
as human enceavor can make it." 

The general nev.s Services of AP include both multiple 
and single wire Services, depending upcn the needs of the 
individual r.enbers served. A multiple wire service includes 
one wire prcviding in-cepth reporting of general news of 
national and. interr.aticr.al significance, gathered in more 
than 100 ccuntries, and. acditional v:ires providing news of 
state and regional ir.terest, or special subject interest, 
such as sports and business news. A single wire service 
provides national and international news and appropriate 
state, regional, and special subjeet interest news on one 
v/ire. 

To serve the r.eeds of its broadcast members, AP pro¬ 
vides continually revised news in a format suitable for 
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immediate broadcast by radio and television stations. 

This format includes periodic nev/s summaries written in 
the forn of five and ten ninute nev/s scripts, urgent news 
bulletins on important events, in-depth coverage of impor¬ 
tant news, regional and local.nev/s pertaining to each mem- • 
ber's ov;n area, and a balance of sports, weather, financial 
news, and other nev/s and nev/s features. A similar but sepa¬ 
rate service is provided for CATV operators. 

AP has recently suppler.ented its existing broadcast 
wire service .with an audio news service known as "Associated 
Press Radio" or "APR." Through APR, AP makes available to 
its members a variety of audio nev/s dispatches, inciuding 
spot reports of nev/s " actualities ," headline packages , cpo- 
cial short reports on acriculture and business, and regional 
nev/sfeeds based on nev/s contributior.s by regional members. 

In addition, AP offers hourly nev/scast materials, v/hich can 
be employed by subscribing stations in 30-, 90-, or 210- 
second segments, deper.dir.g vpon the subscribing stations' 
format preferences. 

AP financial v/ires provide report ing and analysis of 
the nation's and the v:orld's business, and tabulation of 
trading on all major United States security and commodity 
exchanges fron oper. tc close of evcry trading day. These 
Services include ccrpletc and abbrcviated daily and weckly 
stock lists at the close of trading and pro-clcsing con- 
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plcte ar.d abbreviated lists throughout each trading day. 

The finar.cial Services cre available to membrrs on wires 
operating either at 6 6 werds per minute or on Dataspeed 
circuits sending at 1,050 or 2,100 words per minute. These 
Dataspeed circuits are also used to transmit presidential 
texts and other important news doeuments. In most news- 
paper situatiens, a reperforating cevice connected to the 
wire generates a TeleTypeSetter (TTS) tape for use by the 
newspaper in automatic typesetting. 

The special news vrire category ineludes the sports 
wire (general and recicr.al sports news) , the race wire 
(horse race results), baseball play-by-play wires, and 
many other special wire circuits establishcd by AP to serve 
individual needs of rerbers or groups of members. 

The AP wirepheto service provides a variety of pic- 
t.ures on regional, national, and international events, 
along with daily veathe'' ir.aps, news maps, sketches, and 
color separationa to over 700 newspapers and television 
stations in the United States and Canada. 

To provice perishable nev/s and news feature material 
to its merrbers, AP is dependent upon an extensive network 
of private line Services -leased from AT&T which fall into 
four broad catcgories of circuitrv: Dataspeed circuits 
car ry'ing stock m.arket tnfclcs to big city newspapers; the 
AFR circuit, which ca.rries AT’s audio service to radio 
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broadcasters; a telephotograph circuit; and a multiplexed 
voice grade circuit which transmits news i .nation at 
telegraph speeds over a number of v. . Ai.no 1 

The principal vehicle for distributing Ac^ociated 
Press news to subscribing nev/spapers and brnadcast stations 
is a 71,434 n.ile Carrier Transmission System employing 
voice grace circuits leased fron AT&T. AP-owned equiprcent. 
derives up to 25 individual 66 word-per-minute telegraph 
circuits fren this channel. The network has 95 individual 
circuit sections, 53 of v/hich provide a backbone of trunk 
mileage coast-to-coast and 42 of which extend the back¬ 
bone to individual states or small groups of states in order 
to carry AP's news reports to all users. 

AP also leases a special circuit used only for high- 
spead stcck narket taLle transmissions v/hich enploys an 
additior.al 18,061 miles of voice grade channels. The APR 
circuit conprises 11,000 miles of Series 2000 channels. 

A separate fourth circuit of Series 4000 telephotograph 
circuits covering 28,500 miles is devoted exelusively to 
pieture ccllection and distribution. In addition, AP uses 
some Series 1000 telegraph grade circuitry. 

Finally, A.P makes extensive use of long distance (MTS) 
service ar.d 17 ATS for news gathering and administrative purposes. 
The total cost for AP's private line service last month 
$509,472. Long distance toll calls cost AP another $1.3 


v/as 









million. AT&T's tariff f iling wil'1 increase AP ' s private line 
bill by 7.8% or nearly $40,000 per month - $477,000 annually. 
Because of the complex restructu: or the rates for long 

distance telephone calls and W* , o? has not been able, 
within the limited time availeble to prepare this petition, 
to deterrine the exact im.pact of the MTS and WATS rate re- 
visions cn it. Hov/ever, since most of AP's long distance 
calls are m.uch longer than one minute, and many of them 
are betv.een relatively less distant points, as distinguished 
from. trans continental calls, AP is sure that the impact of 
the KTS rate increases on it will be substantial. 

The overall impact of this rate increase proposal on 
AJ 5 must be viewed in the light of previous and threatened 
rate ir.creases. In 1967, AT&T changed the interexchange 
mi le age stepdown pattern to increase the charge for short 
hauls ar.d lover the charge for long hauls. While this 
change vas not intended to increase AT&T's overall reve- 
nues, it cid throw more of a burden onto the news wire 
Services, which use a relati ve ly high proportion of short 
interexchange channel scctions. This tariff change cost 
AP an acditional $120,000 annually. Also in 1967, AT&T 
elininated Telpak A ar.d B pursuart to the Conmission's 
decisicr. in Docket Uo. 14 251 , which forccd AP to discon- 
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tinue its 10,000 mile Telpak network. The cost impact of 
this tariff change v/as approximately $288,000 annually. 

In 1971, AT&T eliminated the press rate tariff pur- 
saant to the Commission's decision in Docket No. 15094. 

The elimination of press rates also sharply increased tele- 
photcgraph service terminal rates - from $15 to $50 per 
mor.th fcr half-duplex, one-v/ay, and from $25 to $60 per 
ir.onth for half-duplex, two-way. The immediate but tempo- 
rary cost impact to AP v/as at a rate of $2 52,000 annually. 

The tv;o tariff changes listed immediately above forced 
upcn AP the entirely nev: expense of multiplexing. To cope 
with both the change in Telpak and the loss of press rates, 
AP ir.iticted a program of investment in multiplexing equip- 
rr.ent v/hich has created the Carrier Transmission System now 
providinc the basic means for distributing the AP news 
report. AP began to install the frequency-divison equip- 
ment used to multiplex telegraph channels from Series 3000 
voice grade lines in mid-1967 at a total cost of approxi¬ 
mately six million dollars. Because of AP's structure as 
a service cooperative, v/ith a fiscal goal of matching in- 
ccme to expenses, AP had no reserve for investment on this 
scale and was forced during the early years of this pro¬ 
gram to bo r rot* heavily. VJhile this investment has served 
to cor.trol the level of leased line payments to AT&T, opera 
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tier. of the nultiplexing network, maintenance, and amorti- 
zati on have driven total communications costs on a constsnt 
upv;ard spiral. Meanwhile, AT&T has been completely relieved 
of respor.sibility for telegraph multiplexing and provides 
to AP only the voice grace channel, greatly reducing AT&T's 
test roor. respbnsibility. In effect, the telegraph service 
test roon funetion has passed to the custoner. The Associated 
Press. 

In 1972, AT&T increased its charges for Telpak and 
for single channel service terminals. This not only resulted 
in increased overall revenues for AT&T but also reprecented 
a restrueturing of private line rates so as, once again, 

I 

to ir.pose a heavier burce.n on the users of shert haul and 
multiple statior. circuits, which are typical of the press 
use. Included among these rate increases v/as a further 
rate increase for telephotograph service terminals of about 
$5 per rronth (about 10%) on top of 140% to 233% increases 
experienced in 1971. These telephotograph rate increases 
especially singled out the press users, who are the primary 
(if not only) users of telephotograph Services. These 
changes resulted in increased payinents by AP of $216,000 
ånnually. Also in 1972, the efforts of AP and other press 
parties to sharc Telpak service among press entities finally 
failed v.hen AT&T eliminated the shaiing provisions for all 
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users pursuant to the Cormission's decision in Docket No. 

17457. 

Or. November 15 , 1973 AT&T filed revisions to its 
offering of private line voice grade service v/hich 
gliråinated the long established practice of charging uni 
form natior.widé rates and substituted a nev; rate strueture 
with cenerally increased rates on low density routes and 
decreased rates on high density routes. Inciuded in the 
HiLo tariff revisions v.*ere vastly increased terminal charges. 
AP estimates tliat the HiLo rate strueture would produce a 
31 % ir.crease in costs for AP's leased line service. At 
present, AP is operating under Series 5000 service, which 
has not yet been subjectec to the HiLo rate strueture. 
Hov/ever, ATf.T has repeatedly indicated that it has plans 
to revise the Series 50CC offering and AP has no reason 
to believa that the use of this service v/ill provide relief 
frem KiLo for any substantial length of time. If IliLo 
should beccme applicable to AP its estinated irnpact of more 
than $1 million per year vill be exacerbated by an additiond 

$84,000 per year. 

The Cormission Can and Should Cancel the Rate 
Increases Without an Evidentiary Hearing _ 

The substantial ir.pact of these rate increases on AP 
and other A.TfcT cu 3 tor.ors alone would drav/ into question 
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whether or not the public interest would be served by per- 
mittinc the increases to go into effect prior to a deter- 
nination as to their lawfulness. Moreover, the inflationary 
iir.pact of s $1/2 billion increase in AT&T's revenues, in 
these tires of economic crisis, cannot be pemitted if the 
Commission has any neans at its disposal to prevent it. 
Fir.ally, the rate increases new preposed will change rates 
vrhich are already under investigation by the Commission in 
Dockets 19989 (17ATS) , 19919 (HiLo) , 19129 (M?5 and WATS), 
and 18128 (Telpak and private line). Since these proceed- 
ings are examining both the justification for AT&T's rate 
strueture and the particular levels set for AT&T's Services, 
this new filing inevitably will require the reopening of the 
record in all of these proceedings with the attendant delay 
and disruption of the administrative process which that 
implies. 

Fcr all of the above reasons it is in the urgent public 
interest that the Commission not permit these rate increases 
to become effective and remain in effect during the pendency 
of the above proceedings and any new proceeding which may 
be instituted. The Commission has an option to avoid such 
an injury to the public interest. As is shown in detail 
in the "Petition To Cancel or, in the Alternative, Suspend 
and Investigate" of the American Hewnpaper Publishers Asso- 
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ciaticn filed conter.pora_r.eously hercwith, the Commission 
has arpie regulatory authority to car.cc 1 this tariff with- 
out an evicentiary hearing on the grounds that the 10.75% 
rate cf return upon which it is premised far exceeds the 
f 8.5 - 9.C% return found reasor.able i>y the Commission in 

Docket y.o. 19129. In the interest of avoiding repetition, 

AP adepts Ai:PA's legal argument and incorporates it by 
reference herein.* 

AP fcelieves that the public interest requires the 
Ccirmissicn tc cancel this tariff filing which cor. temp lates 
rate increases clearly at odds with a Commission order. 

The apprepriate procedure for evaluating AT&T's claims that 
it r.eeds an increased rate of return would be to require 
AT&T to request special permission to file these rate in¬ 
creases and to hold a full evidentiary hearing on the m.erits 
of AT&T's request prior to permitting any increases to 
becore e f feetive. 

In the Alternative, at a Minimum, 
the Commission Should Suspend and 
Investigate the Rate Increases 

AP does not believe that a conventional suspension 

and investicetion, which would permit the rate increases 


* AP eiso vrishes to indieate its support for ANPA's 
"Petiticr. To P.eject" these tariff increases filed with the 
Chief, Ccrmon Carrier Buiccu. 


to go into effect, is consistent with the public interest 
or required by 1 av: in this case. If, however, the Commis- 
sion does not decide to cancel thesc rate increases, none- 
theless, the impact on AT&T's customers, the potential 
effect on the economy, and the questions presented regard- 
ing the relationship of this rate filing to those already 
under investigation in other Commission proceedings all 
require that this filing be suspended for the maximum sta- 
tutory period of three months and be subject to an investi¬ 
gation under §204 of the Act. Any such investigation, in 
order to protect the public interest, should proceed as 
expediticusly as is consistent with due process, in order 
that the burdens of increased rates not be prolonged un- 
necessarily. In any such hearing order the Commission «hould 
require an acccunting for possible refunds of overchaiges, 
in order to protect users, to that extent at least, from 
rate increases v/hich AP is confident will ultimately be 
found unlawful. 

V7HEPLFORE, AP requests that the Commission cancel with- 
out an evidentiary hearing the rate increases filed with 
ATGT Transnittal No. 12241 and require AT&T to obtain spe- 
cial perr.ission before filing any rate increases premised 
on a rate of return in excess of 8.5 - 9.0%. In the al¬ 
ternative, and at a minimum, AP requests the Commission 
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Before the * 

FEDZRAL COMMUNICATIONS COMMISSION 
Washington, D.C. 20554 


In the 1'e .tter of ) 

) 

AMERICAN TELEPHONE AND ) 

TELEGRAPH CCIIPANY ) 

) Transmittal No. 12241 
Revisions to Tariffs F.C.C. ) 

Nos. 259, 260, and 263 ) 

To: The Conm.isrion 


PETITION TO CANCEL OR, 

IN THE ALTERNATIVE , SUSPEND AND INVESTIGATE 

Commedity Nev;s Services, Inc. (CNS) , by its attomeys, 
hereby petiticns the Conrr.ission to cancel, without an evi- 
dentiary hearing, the rate increases filed by the American 
Telephone £ Telegraph Company (AT&T) on January 3, 1975, 
by AT£T Transmittal No. 12241. In the alternative, CNS 
petitions the Conmission to suspend the rate increases for 
three r.cnths, institute an investigation of the lav:fulness 
thereof, and, if the investigation has not been concluded 
and an crder nace within the period of the suspension, require 
the carrier to keep accurate account of all amounts received 
by reasor. of such increases, specifying by uhom and in whose 
behalf such amounts are paid, and upon completion of the 
investigation. ar.d decision require the carrier to refund, 
v/ith interest, to the persons in whose behalf such amounts 
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were paid, such portion of such increased charges as by 
its decision shall be found not justified. In support of 
this petition CNS shcv.s the following: 

In essence, AT£T's latest rate proposal is designed to 
increase its profits on interstate telephone service far 
beyor.d the rate of return allov/ed and declared reasonable 
by the Ccmmission or.ly tvo years ago in Docket No. 19129. 

38 F.C.C.2d 213 (1972). The Commission has authority to 
cancel a tariff filir.c, such as this one, which is patently 
contrary to a Commission order, without an evidentiary hear- 
ing. Because of the severe impact of these rate increases 
on CNS' s news wire Services, and on the public generally, at 
a time of double dicit inflation, and because of the disrup- 
tive timing of this filir.c in relation to other. rate proceed- 
ings befcre the Ccrm.issicn, this authority to cancel without 
hearing should be exercised with regard to this filing. 

At a r.inimun, for the above reasons, the filing should be 
suspended for the naxirr.um statutory period and be subjected 
to a thorough investigation as to its lawfulness. 

CNS's Interest 

Commodity News Services, Inc. provides specialized news 
wires for various segrents of American agriculture and re- 
iate- : businesses. Its hcadquarters are in Kansas City, 

Misse iri. CNS provides r.ore than 3,300 subscribers v;ith 
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up-to-the-miriute news and statistical information of agri- 
cultural and other ccrr.odity markets. 

The Services prcvided by CNS over its leased circuit 
consist of the follovirg news vires: (1) LFM News, (2) 

Grain Instant News, (3) Poulty and Egg News, (4) Commodity 
News Service, (5) Active Commodity Trading News, (6) Private 
Agricultural Markets, (7) Lur ber Ir.stant News, (8) Trans¬ 
portation News Ticker, (9) Cotton Exchange News Ticker, 

(10) Ridder News Service, and (11) Farm Radio News. Other 
channels of the CMS circuit are used for CMS internal editorial 
communications. 

The news Services provided by CNS serve the vital function 
of the imm.ediate trar.srission cf rav/ and analyzed specialized 
news data throughout the entire American agricultural market, 
both rural and urban. 

In major cities, such information is available at least 
partially from other sources, but the CNS Services are the 
equalizer for rural interests, giving then the news on which 
their decisions must be based at the same moment that the 
big city markets receive identical information. Without 
such news wire Services these rural interests may be as much 
as a day behind the r.arket, except for what sketchy radio 
and TV reports they r./.ght receive. Even generalized reports 
in the next day's nevspapers lack the specialization and 
detail of these Services. Reliance on radio, TV, and 


*-M sj* -5i .1 “ v.> ' >V i i *.V.. -SS- *^.V\ . -SJ NV- * « « ^ 


— H — 


A. 320 


newspaper reports is not adequate for the agricultural in- 
dustry in today's fast noving, competitive climate. 

Prompt, up-to-the-ninutc dissemination by an indepen¬ 
dent news gathering orgar.ization of current pric^s, market 
developnents, and sirilar news is vital in promoting market 
stabilization ar.d enabiinc the prcduc.crs and marke-ters in 
agricultural and ranching corrjriunities tc be as fully in- 
formed as are the rajor operators in central marketing and 
distribution centers. The instant news feature which OtlS 
wires provide > enables the producer and marketer to channel 
his shipments mto thcse selected marketing areas where he 
is assured of an adequate returr. cn his product. This also 
permits the distributors to concentrate their purchases in 
those selected producir.g areas where the supply and demand 
factors are such that the buyer can secure his supplies at 
attractive price levels. All of these results accrue to the 
benefit of the ultirr.ate consumer. 

CHS serves its custorr.ers exclusively through private 
leased line facilities. Substantially all of these facili- 
ties are provided by a 34,788 mile voice grade circuit which 
includes 3,032 service terminals. The cost of this circuit 
is CNS's largest single cost. For January 1375, this cost 
amounted to $154,000. In addition, CMS spends roughly $12,000 
per month for long distar.ce (MTS) calls used to gather news 
information, for liaison with subscribers, and for general 
administrative purposes. 


* > 
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AT&T' s tariff filing v/ill increase CNS's private line 
<• 

bill by 7.8% or $12,000 per rr.onth - $144,000 annually. 

Because of the ccmplex restrueturing of the rates for long 
distance telephone calls, CKS has not been able, within the 
limited time available to prepare this petition, to determine 
the exact impact of the K.TS rate revisions on it. Hov/ever, 
since most of CKS' s long distance calls are much longer than 
one minute, and nar.y of them are between relatively less 
distant points, as distinguished from transcontiner.tal calls, 
CKS is sure that the impact of the MTS rate increases on it 
will be substar.tial. 

The overall impact of this rate increase proposal on 
CKS must be viev;ed in the light of previous and threatened 
rate increases. Prior to 1969, CKS used four telegraph 
grade circuits and leased teleprinters under the press 
rates then existing. In order to avoid the impact of the 
impending loss of press rates, CKS invested approximately 
$4 million in teleprinter and multiplexing equipment and 
installation costs. This equipment was installed on the 
present voice grade circuit which was started in 1969. In 
ir.aking this investment CKS management planned that there 
v/ould be no drastic changes in Tariff 260 affecting the 
rates for that circuit. 

In May 1972 7.T&T raised stat ion terminal charges by 
$2.50 per terminal and raised installation charges by 
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$40.00 or 4002. These ir.crcases cost CNS $144,582 in 1973, 
or 102 of its circuit costs. 

On November 15, 19 73 AT&T f i lecl rcvisions to its tariff 
offering of private line voice grace service v:hich eliminated 
the long established practice of charging uniform naticnwide 
rates and substituted a nev; structure v/ith generally in- 

creased rates on lov; density routes and decreased rates on 
high density routes. Included in the HiLo tariff revisions 
were vastly increased terminal charges. CNS estirr.ates that 
the HiLo rate structure vrould produce a 52% increase in 
costs for CNS's leased line service. At present, CNS is 
operating under Series 5C00 service, which has not yet bcen 
subjected to the HiLo rate structure. However, AT&T has 
repeatediy indicated that it has plans to revise the Series 
5000 offering and CNS has no reason to believe that the use 
of this service will provide relief fron HiLo for any sub- 
stantial length of tine. If HiLo should become applicable 
to CNS its estimatec ir.pect of nearly $1 million per year 
will be exacerbatea by an adaitional $75,000 per year. 


«r 


The Comnission Can and Should Cancel the Rate 
Increases vritiicut an Evicentiarv Hearing _ 

The substantial in.pact of these rate increases on CNS 

and other AT&T custor.ers alone would draw into question 

whether or not the public interest v;ould be served by per- 
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nitting the increases to gc into effect prior to a deter- 
r.ination as to their lav/fulness. Moreover, the inflationary 
impact of a $1/2 bil lier, increase in AT&T's revenues, in 
these tines of ecor.cr.ic crisis, cannot be permitted if the 
Conunission has any r.ear.s at its disposal to prevent it. 
Finally, the rate increases nov/ proposed v/ill change rates 
which are already under investigation by the Commission 
in Dockets 19989 (WATS) , 19919 (liiLo) , 19129 (MTS and WATS) , 
and 1812 8 (Telpak anc private line) . Since these proceed- 
ings are exar.ining both the justification for AT£.T's rate 
strueture and the particular levels set for AT&T's Services, 
this nev; filing inevitably vill require the reopening of the 
record in all of these prccecdings vith the attendant delay 
and disruption of the adrinistrative process which that 
implies. 

For all of the abeve reasons it is in the urgent public 
interest that the Coirr.ission not permit these rate increases 
to becone effective ar.d rena in in effect during the pendency 
of the above proceedir.gs and any new proceeding which may 
be instituted. The Ccnnission has an option to avoid such 
an injury to the public interest. As is shown in detail 
in the "Petition To Car.cel or, in the Alternative, Suspend 
and Investigate" of the Anericari Newspaper Publishers Asso¬ 
ciation filed conterporaonously herewith, the C^mnission 
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has ample regulatcry authcrity to cancel this tariff with- 
out an evidentiary hearir.g on the grounds that the 10.75% 
rate of return upor. vhich it is prerrised far exceeds the 
8.5 - 9.0% return fcur.d rcasonable fcy the Commission in 
i Docket No. 19129. In the interest of avoiding repetition, 

CNS adopts ANPA 1 s legal argument end incorporates it by 

I 

reference herein.* 

CNS believes that the public interest requires the 
Cormissior. to cancel this tariff f iling which contemplates 
rate increases clearly at odds with a Commission order. 

The appropriate procedure for evalueting AT&T's claims that 
it needs an increased rate of return v/ould be to require 
AT&T to request special corr.issicn to file these rate in¬ 
creases and to hold a full evidentiary hearing on the merits 
of AT&T's request prior to permitting any increases to 
become effective. 

In the Alternative, at a Minimum, 
the Commission Should Suspend and 
Investicate the Rate Increases 

CNS does not believe that a conventional suspension 

and investigation, v:hich v.ould permit the rate increases 

to go into effcct, is corsistent with the public interest 

* CNS also wishes to ir.dicatc its support for ANPA' s 
"Petition To Kejecc" thesc tariff increases filed with the 
Chief, Common Carrier Bureau. 
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or requirec by lav: in this case. If, however, the Conunis- 
sior. dces r.ct cecice to cancel these rate increases, none- 
theless, the irpact on AT£,T's customers, the potential 
effect cr. the economy, and the questions presented regard- 
ing the relationship of this rate filing to those already 
under ir.vestication in other Commission proceedings all 
require that this filing be suspended for the maximum sta- 
tutory pericc of three r.onths and be subject to an investi- 
gation ur.cer §204 of the Act. Any such investigation, in 
order to protect the public interest, should proceed as 
expediticusly as is consistent with due process, in order 
that the burcer.s of increased rates not be prolonged un- 
necessarily. In any such hearing order the Commission 
should require an accounting for possible refunds of over- 
charges, in crder to protect users, to that extent at least, 
fron rate increases v;hich CMS is confident will ultiir.ately 
be four.d ur. lav; f ul. 

VniZTZTOTZ, CMS requests that the Coirmission cancel 
without ar. evidentiary hearing the rate increases filed 
v:itn ATiT Transnittal Mo. 12241 and require AT&T to obtain 
special perrdssion before filing any rate increases prem- 
ised on a rate of return in excess of 8.5 - 9.0%. In the 
alternative, and at a minimum, CMS requests the Coirmission 
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to sucpend for threc- r.onths, investigatc on an cxpcdited 
basis, and order an acccunting of these rate increases. 

Respectfully submitted, 
COKMODITY NEWS SERVICES, INC. 

By /s/ Alovsius B. McCabe 
Alovsius B. McCabe 

/s/ Michael Yourshav. ’_ 

Michael Yourshav; 

of 

Kirkland, Ellis & Rov^e 
1776 K Street, M.W. • 
Washington, D.C. 20006 

Its Attorneys 


January 28, 1975 






A. 327 


Keforc the 

FE DE PAL CCE^UNICATIONS COMMISSION 
Washington, D.C.. 20554 


In the Matter of ) 

) 

AMERICAN telephone ånd telegraph company ) 

and the Associated Bell System Companies ) 

) Docket No. 19129 

Charges for Interstate Telephone Service ) 

Transmittal Uos. 10989 and 11027; and ) 

Transmittal No. 12241 (1975) ) 

TO: The Commission 

PETITIGN TO SUSPEND 

The Ccrtmon Carrier Bureau's Trial Staff in the abovs-captioned 
proceeding involving Transmittal Nos. 10989 and 11027 heraby requests 
that the Commission suspend for the full period permitted by statute 
and set for investigation the Message Toll Service (MTS) rates filed 
by American Telephone and Telegraph Company (AT&T) under Transmittal 
Nq. 12241. In support hereof, it is shown as follows: 

1. The proposed MTS rates filed by AT&T on January 3, 1975, 
would, in many instances, supersede the MTS rates now subject to 
investigation in Docket No. 19129. Since there is, thus, a direct 
connection between the latest rate filing of AT&T and the lssues in 
Docket No. 19129, the Trial Staff offers the following comments. In 
dolng so, we do not intend to suggest that final disposition of thls 
new filing should take preet nce in terms of the primary interests 
of the rate paying public, the Commission, and the Bell System vhich 
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vould bar.t b ■ *d by concludtng Phase II of Docket No. 10120 

as sc>on as possible. The rate payers are entitled to have an early, 
definitive ruiin, on vhether the costs for long distance, luteistate, 
neassge service that thay are paying are lawful. The Coiarission has 
a significant amount of its limited resources engaged in the Docket 
No. 19129 investigadon, and the sooner these resources can be made 
available to the deplorably over-burdened Coomon Carrier Eureau the 
better. The Bell System has hundreds of millions of dollars subjeet 
to potential refund. Therefore, we urge that, in taking vhatever 
action it deem 3 appropriate with respect to Transmittal Mo. 12241, 
the Commission avoid any course which would significantly delay the 
resolution of those matters now at issue In Phase II of Docket No. 
19129. 

Overall Cost of Service 

2. AT&T 1 s assertion of need for additional net eamings in 
1973 of $433 million is based on the expectation of spending levels 
that are unwarranted and raay well not come to pass. Further, in 
these times of recession and inflation, the higher eamings objeetives 
of AT&T are over-blown and contrary to the public interest. 

3. The evidence of record in Docket No. 19129, Phase II, shows 
or will show the following inefficiencies, araong. others, in the Bell 
System^ operations: 

-Expenditures for maintenance are excessive 
-Expenditures for traffic operations are excessive 
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-ih2 r%:L.'T , : n . for dc^reciation is understatcd, thcreby 
ovnrstcting the r i base 

-Kxpenditures for plant (rate bane) arp exccssive 

W« ^re not rc-.ferring to small amounts. ?or oxauple, Trial Staff 

Wltna33 Dreher foi-.nd a reduction in the Urll ;.'ystea’s pension costs 

for 1973 of $290 nillion to be in order; Trial Staff Witness Mina 

has found over-investment in intertoll trunks of $573 nillion; and 

Trial Staff Witness Lipske has estimated that the deficiency in the 

system book reserve for depreciation is ct least $3.1 billion. 

Since there is nothing in the new rate filing that would suggest that 

the Bell System has eliminated these excesses, the cost of service 

claims of AT&T must also be considered to be excessive. 

4. AT&T has recently announced that the 1975 Bell System 
construction is being reduced by $600 nillion (AT&T Mews Release 
dated January 15, 1975). We also understand that a System-wide policy 
has been adopted to eliminate new hlres which run at about 75,000 
persons annually; and, while taking various steps to avoid dlrect 
lay-offs, there have been several significant reductions in force 
with more scheduled in the near future. Given these developments, 

no precipitous action should be taken to permit implementation of 
MTS rate increases bascd on the cost of service figures provided with 
the instant filing. 

5. In 1974, the Bell System's profits were the highest ever. 

In the last three years, the eamings per share on AT&T stock, despite 
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: ni'lat ion and the other cconouic vona tbin country has suffered, 
i hava risen 34%. To permit the dell System to increasa its return 
to as much as 11% raust surely contribute to further inflation. Had 
the Seil System earned an additicnal $433 million on its interstate 
business last year, it would, indeed, have had an interstate rate of 
^ retum of 11%, or nearly 28% more profit than actually earned. 
b Coupled with the Bell System vage settlement last year which called 
for a 12% annual increase, both the owners of and the workers for 
the System would appear to be henting inflation, and, concomitantly, 
feeding it. But is this the leadarship one would hope to expect from 
the country's (and the world's) largest corporate organization. 

6. In addition to serious questions as to whether the rate of 
retum sought by AT&T is, in fnct, necessary to permit it to meet 
its Capital requirements, there are also considerable doubts that 
the Bell System's Capital acquisition program has been conducted 
efficiently. For example, the recently announced modification of 
the Dividend Reinvestnent and Stock Purchase Plan to enable share- 
ownerg to purchase shares at a discount should be carefully scrutinized. 
Inter-Service Subsidy 

7. The cost data subnitted by AT&T shows that, for the year 
ending August 31, 1974, the following Services earned the following 
rates of return under the Method 1 cost allocation method: 
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i 1 *- ■lecoimunicatioas Service 3.9% 


\'i<' ■ :.-c •i Telacommunicatlons 

Sj: vice 

12.3% 

Private Line Telephone • 

5.5% 

Pi ivete Liue Telegraph 

-0.4% 

TE!.PÅK 

8.2% 

Audio/radio 

1.9% 

Television 

. 2.0% 

Other 

3.3% 


It may be assuned that signals from the marketplace have 
indicated to ÅT'<! Chat it can raise the WATS, Private Line 
Telephone and Telegraph, and TELPAK revenues by 7.2%. Since MTS 
is already subsidizing these other Services taken as a whole, to 
suspend the proposed increase in the MTS rates and to permit the 
other increases to bacone effective would ninimize, to some extent, 
continued subsidizntion by the MTS rate payers. MTS is earning at 
the upper end of the rate of return range last permitted by the 
Commission; howaver, these other increases should not bring the 
interstate eamings as a whole above that range. 

Changes in Particular MTS Rate Elements 

8. Attachment A hereto is an excérpt from the testimony of 
Trial Staff Witness Melody in Phase II of Docket No. 19129. Dr. 
Melody 1 s observations were made In the context of the last two 
MTS rate changes by AT&T; however, they are equally npplicable to 
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the presently proposnd ru-' cV 
as an integral part of this pl 
p rop os ad are r.ajor; yet, d.rsp-' 
6 to costs, actual costs or tj 
elementa are or.ce agairi ool \> •: 


•(>'» and are inrorpori! ed nerr* 
ending. The rate changea !■ :• i a;; 
tu the roferences in 15 v! 1 Si.tt.v 
ti mates of actual costs by rate 
ovicicd by AT&T. In.-.tead, the i 


raut 


nc.re- 


mental or current cost and revenue figures which are furnished do 

\ 

not permlt a meaningful analysis of the probable full impact of 
these rate change3 on the meny ruatcrr.srs who trill ba affected. 

Inasmuch as there has been ccr.cidsrable attention paid to the MTS 
rate strueture issues in Phase II of Docket Ho. 19129, It would 
appear to be most efficient and expeditious to assign the similar 
questions raised by the new rate filing to Docket Ho. 19129. 

ACCORDINGLY, for the reasons set forth above the Trial Staff 
respectfully requests that the Cormission suspend the HTS rates 
filed by AT&T under Transmitlal Ho. .12241, subjeet them to an 
investigation, and require AT&T to subiait updated cost data 
which reflect all possible econonies so that by the end of the 
suspenslon pariod lower rates can be substituted for those now 
proposed. 


RESPECTFULLY SUBMITTED, 

* 


January 28, 1975 

1229 - 20th Street, N.W. 

Washington, D.C. 20554 


Peter M. Andersen 

Louis C. Stephen» 


Ruth L. Baker 


Attorneys for Trial Staff 
Common Carrier Bureau 
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ATTACHMSNT A 


f ren Teafii r-.Ld Su-ff 

li Halod.v t D jcV.^ 1 i 20 . ?i>..■ >.sa 

II . Trial Staff i:.;ii 1 ;>! >; n .•jvT’ a , ? ; ., lss 1 A—16. 


H. Rate Strueture Justific.atici 


My earlier testinor.y ccncluded that Ball has provided no 
basxs for independent evaluation of its judgments in determine 
the proposed rate strueture changes filad in Docket 19129. 
Selective cost data was used on occasion to indicate that a 
particular rate change is in the general diraction of a certain 
cost figure. Hovever, the establishment of rates in relation to 
costs is not a rate-making objeetive ot the Conpany. Further. 
apparent Value of Service." factors provide an all-purpose justi- 
ftcation for tne selection of virtually any rate change that Bell 
might propose. 


The LDI demand and INC cost medela are basically aggregative 
models which attempt to assess aggregative cost and revenue con- 
sequences. Such models are not designed to provide a basis for 
evaluating alternative rate struetures, or rate strueture changes 
tnat mrght be implemented. Nor are they directed to the task of 
assisting in the selection of an optimun rate strueture. Rather, 
ley are designed to calculate the aggregate revenue and cost 
consequences of a prevlously selected rate struetu re. Demand and 
cost information relevant to the selection of the most efficient 
ifiS rate strueture is extremely sparse. 


Even the selected cost and revenue information relating to 
selected components of the rate changes are subjeet to serious 
errors. For exanple, in Attachment D of the testtmony of Mr. Betteridee 
a revenue/cost relationship par message for dial station to station 

u Il! Ce / r0 ? t0 5 - 5 mlleS iS provtded * Although, it is somewhat 
surpnsing that suen a speeific and detailed revenue/cost relat , n- 
snip can be provided in light of the absence of detailed information 
elsevhere, it must be recognized that this revenue/cost comparison is 
a meaningless one. The comparison attempts to relate "incremental 
cost per message to "average revenue per message". Such a 
comparison of "incremental" cost with an "average" revenue figure 
attempts to compare apples and oranges. Obviously, incremental costs 
mus.t be compared witn incremental revenues, and average revenues 
compared with average cost in order to obtain useful revenue/cost 
coraparisons. The comparison proposed in Attachment D is not an 
appropriate one for use in the design of an efficient rate strueture. 
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- I-uo.-iv; eeyond th : r air. structure clianger. proposed in the 
r.u.11 x-ilinr. to the Instific^Ion of tho rate structure, in toto 

"f ln . d tha ' r! ' T '^ labt " tr - r ''' r: ' > - tion provides even less jiwtiftcation 
than tl.aL sunplieil n. support of the r.pecific rate changes proposod. 
.«pparent_y, tiu* basic norj of the rate structure is jiistif r cd 
primarily because it has b,an used over a long period of tine. 

Suen bmic rate structure dinonsions as the three-ninute initial 
period, tho use of 21 nilanga bands, the use of a separate schedule 
or operator assisted traffic, apparently refleet only the iæpreasion- 
istic juugsrent ol Bell management, and could just as easily have 
baen signincantly different. Yet, ve note that if the rate structure 
v-ere oniy n.odified in minor vays, it would involve a transfer of 
n lions of dollars among groups of customers that use MTS. 
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FEDERAL COMMUNICATIONS CCMMISSION 

ø 

WASHINGTON, D. C. 20554 ^ 

In the Matter of j 

AMERICAN TELEPHONE AND TELEGRAPH COMPANY) 

. ' ) 
Revisions to Tariff F.C.C. Nos. 259, ) 

260, and 263 effective March 4, 1975. ) 

Transmittal No. 12241 . 

TO: The Commission 


PETITION TO SUSPEND 

Data Transmission Company (DATRAN), by its attorneys, 
hereby respectfully petr.tions the Commission, pursuant to Sec- 
tions 4 (i), 4(j), and 201-205,, of the Communications Act of 
1934, as amended, and Part 61 and Section 1.773 of the 
Commission's Rules and Regulations for suspension of the 
effectiveness of the above-captioned tariff revisions. 

1. On January 3, 1975, the American Telephone and 
Telegraph Company (AT&T) submitted to the Commission a tariff 

seeking increased rates for its interstate Services to 
be effective March 4, 1975. The rate adjustments are designed 
to produce a 7.2 percent net increase in AT&T interstate 
revenues amounting to $717 million per year. It is the largest 
increase ever sought by a common carrier before the Commission. 

2. On January 6, 1975, AT&T, pursuant to the 
Commission's Memorandum Opinion and Order.submitted its 


1./ F.C.C. Order 74 — 1370, released December 16, 
ing Docket F.C.C. No. 20288. 


1974 f establish- 
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3irect case in sup ort of its five-city Dataphone Digital 
Service (DDS) rates, permitted by the Commission to go into 
jffcct on December 15, 1974. In addition to the reorganiza- 
tion of support materials provided the Commission in March, 

1974, v/hen AT&T petitioned for authority to operate 
racilities for DDS service, the January 6 submission 
addresses certain matters raised. by the Commission in its 
December 16 Order . 

3. The proposed AT&T 7.2 percer.t net rate increase 

ineludes, in part, a 7.8 percent increase in: 

"(a)11 domestic rate elements in Tariff 
F.C.C. No. 260 ... with the excepticn 
of the rates for Series 7000 Services 
and for any itéms that were filed to 
become effective after September 1, 

1974."2/ 

It appears, that with the exception of Series 7000 Services, the 
only other major service exeluded from the general rate increase 
is the Dataphone Digital Service which is offered pursuant to 
F.C.C. tariff No. 267. 

4. Inconsistencies, both within and between these 
two recent AT&T submissions ,constitute the basis for DATRAN's 
Petition to Suspend. AT&T asserts: 

i "The proposed rate changes are the consc- 

quence of the extraorainary inflationary 
preesures that have been bosetting the 
economy. The impact of this inflationary 
spiral, has been an escalation in the Bell 
System's labor costs and other operating 
expenses, a significant rise in the cost 
of construction neoded to provide the 
plant and cquipment required for service 


2/ Letter from James R. Billingslcy. AT&T Vice President, to 
Richard E. Wiloy, Chairman, F.C.C., dated January 3, 1975, 
attachcd "Summary of Rate Changes", at 10. 
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to the public, and a dramatic upsurge in 
interest rates and the cost of Capital."3/ 

Thus, inflation and its byproduet, according to AT&T, are the 

4/ 

sole causcs for the proposed substantial rate hikes. 

5. No reasons appear to be afforded for exempting 

Series 7000 Services from the proposed general rate increase. 

Moreover, DATRAN surmises that the DDS 5-city tariff rates 

(AT&T Tariff F.C.C. No. 267) have not been ineluded within 

the proposed general increase because increased costs (most 

assuredly resulting from the same inflationary pressures which 

affect other Services) were plugged into AT&T December, 1974, 
5/ . 

cost analyses which essentially constitute a "recomputation" 

of DDS service-cost factors set forth in the March, 1974, AT&T 

6 / 

submission herein. 

6. Those same factors which allegedly necessitate 

a $717 million annual increase now in AT&T interstate revenues 
do not necessitate an increase in any amount in AT&T five-city 
DDS revenues. This is the only conclusion which can be drawn 
from an examination of the AT&T January 3 and January 6 sub- 
missions. Thus the same rate levels established by ÅT&T for 


3/ Billingsley Letter, at 1. 

4/ It is significant to note, if only in passing, that there 
— appears none of the usual AT&T allcgations pertaining to 
the adverse impact upon AT&T revenues and rates of present 
and potential competition. 

5/ Dockct F.C.C. No. 20288, Bell Ex. No. 18. 

6/ Docket F.C.C. No. 20208, Bell Ex. No. 2. 
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DDS service.* in March 1974 are appropriute today for such 

service, notwithstanding admitted significant and substantial 

economic influenccs which logieally should drive AT&T's DDS 

! prices upv/ards — this, especially in light of AT&T's pro- 

nounced pricing policy objeetive 

| "to select rates for its compctitive 

Services which vield as lar rp_ a contribution 

above relevant costs as is practicabie, 
taking into account merket conditions and 
other ratenaking factcrs so that the users 
of other Bell System Services, particularly 
message teleconnunications Services, nay 
be benefitea and enjoy lower rates than 
they would otherwise be recuired to pay."7/ 

In another rate proceeding currently pending before the 

Commission,—^ which proceeding contains issues pertaining to 

rate revisions in AT&T competitive Services, AT&T has stated 

that its pricing 

"policy is to establish rate levels which, 
in addition to being conpetitively effective, 
will yield an o ptimum contriburion to earnings 
and thus benefit the users or otner Services 
.... An 'optimum' contribution is the 
la rgest contributio n v/hich is prudent or 
reasonably practicable, taking into account 
market conditions, rate rclationships and 
other relevant ratenaking factors."9/ 

Thus, in the Hi-Lo proceeding, AT&T has characterized its 

pricing policy objeetive in terms of superlatives, i•o• , 

"optimum" and "largest." 


.7/ Docket F.C.C. 20288, Bell Ex. No. 19, at 1-2, citing Bell 
Ex. No. 2, Part III, p. 1. (Emphasis added) 

8/ Docket F.C.C. No. 19919, the "Hi-Lo" proceeding. 

9/ Docket F.C.C. No. 19919, Bell Ex. No. 3, at 3. (Emphasis 
added) 
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7. AT&T simply will not derive the "ontimum" or 
"largest" contrihution throuch its 5-city DDS ratcs, or 
thosc DDS ratos noton t inl l y applicablo in nir.ctocn additional 
cities . AT&T freely admits this.—^ AT&T thus docs violcnce 
to its pronounced pricing policy objcctivcs and the burden, 
clear-cut in this case, falls larycly upon captive monopoly 
users who are asked to pay substantially more in order for 
Bell to meet permitted interstate revenue levels. Monopoly 
users largely will bear the brunt of inflationary pressures 
felt by AT&T, and its DDS customers will escape rate increases 
even though AT&T offers no denial that inflationary factors 
affecting the firm do not discriminate between or among AT&T 
Services. 

8. Thus, in light of the above, the proposed 
revisions are unjust and unreasonable and are unjustly and 
unreasonably discriminatory. There simply is no alternative 
conclusion that can be drawn in the circumstances. AT&T's 

now clear objective in its instant tariff revisions to increasc 
charges for service to its essentially captive monopoly users 
while, at the same time, not to increase DDS charges, 
constitutes unjust and unreasonable charges and unjustly 

10 / Docket F.C.C. 20288, Bell Ex. No. 19, at 3-4. 
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and unrcasonably discrininatory ratcs under Scctions 2011b) — 

and 202(a)— 7 of the Act, respectivcly. In ccscncc, $3.3 

million is foregone in DDS revenues, which amount will be 

13/ 

borne priraarily by monopoly users. 

9. For the reasons herein speeifiad, DATRAN 

| respeetfully requests that ATtT's instant tariff revisions 
be suspended until a hearing can be instituted and completed 


with aoch coraunicMion s«vi«, 5 ”usUfication, 

i- hereby 

declared to be unlawful.... 

in charges, practices, ^^^onn^ction with like 

facilities, or Services for or inconncct a 

communication service, directiy “f^^^rcctiy 

means or dcvice, or to nane or : q -; & oarticular 

unrcasonable preference or ad v-ntagc to - . subject 

person, class of persons, or locality , or to suoj 

any pa^ticular person, class o f persons, or locality |( to 

any undue or unrcasonable pre D udice or disadvantage. 

, j „ i fr "qt-ated obiective of choosing 

& contribution « P-ticable 

would be better served by incrces ii a Ut- DDE^ rate . 
Dockct F.C.C. No. 20288, Bell Lx. »o. 1 , 

(Emphasis added) 


* 
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into the lawfulness th‘ercof, or in the alternative, for the 
full three-month period speeified in Section 204 of the Act, 


subscquent to which an accounting order should attach. 

Respcctfully submitted. 


DATA TRANSMISSION COMPANY 


Of Counsel: 

John M. Scorce 
Data Transmission Company 
8130 Boone Boulevard 
Vienna, Virginia 22180 


By: /s/ Kevin H. Cassidy 
Kevin H. Cassidy 

By: /s/ Walter J. Walvick 
Walter J. Walvick 


By: /s/ Donald J. Elardo 
Donald J. Elardo 

Data Transmission Company 
8130 Boone Boulevard 
Vienna, Virginia 22180 
(703) 893-2450 


Datcd: January 28, 1975. 


Its Attorneys 
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Before the 

FEDERAL COMMUNICATIONS COMMISSION 
Washington D.C. 20554 

In the Matter of ^ 

AMERICAN TELEPHONE AND TELEGRAPH ) Transmittal No. 12241 

COMPANY | 

Revision of American Telephone ) 

and Telegraph Company tariffs ) 

FCC No. 260 et al for inter- ) 

state Services. > 

* 

TO: The Commission 

PETITION for suspension 

The Intermountain NetWork, Inc., by its attorneys, 
hereby petitions pursuant to Section 1.773 (a) of the 
Commission's Rules and Regulations to suspend the proposed 
revisions of AT&T Tariff No. 260 filed January 3, 1975 
(Transmittal No. 12241), for the full three months' statutory 
period. It is requested that the Commission institute a 
rate investigation into the proposed tariff changes and, 
pursuant to Section 204 of the Communications Act of 1934, 
as amended, order an accounting of all revenues collected 
under the proposed tariff rates should they eventually become 

effective. 

The Intermountain NetWork, Inc.,(hereinafter 
"IMN”) is a network organization which provides interconnected 
program Services to 86 affiliated AM stations in a total of 
86 communities in the Intermountain West. Its system 
comprises over 6,000 route miles. The IMN facilities have 
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also been dedicated to provide National Level distribution 
channels to the Emergency Broadcast System. 

IKN provides a wide variety of program Services 
to its affiliates. It originates three daily state wide 
newscasts in each of the states of Utah, Idaho, Montana, 

Wyoming, Colorado, New Mexico, Nevada, Arizona, North 

Dakota, South Dakota and Nebraska. In addition, it originates 

regional newscasts for broadcast by its affiliates. . 

IMN is a customer of AT&T and its affiliated 
companies for all of the lines required to supply regular 
network Services to its affiliates. For a more detailed 
discription of its operations, reference is made to the 
IMN Petition filed October 17, 1969 with reference to 
AT&T Transmittal No. 10596. IMN was a party to the rate 
investigation in Docket No. 18684. 

As IMN showed the Commission in its submissions 
with respect to AT&T Transmittal No. 10596 the economic 
basis for network radio interconnection in the Intermountain 
States contains elements of extreme elasticity of demand. 

There is a limit in the extent to which increases in AT&T 
Series 6000 line charges can be passed through to IMN 
affiliates or absorbed by IMN itself. The result of 
increases beyond the ability of the Network and its affiliates 
to absorb the same must inevitably be a contraction in the 
size of the Network and the number of stations able to receive 
its Services. The necessary ultimate result of any such 
contraction is an impairment of the ability of the public in 
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a large area of this country to receive current national 
and regional news and public affairs programs. 

IMN has not becn able to complete in the 25 days 

m 

since the proposed rate revisicns were filed a detailed 
analysis of the total impact of this proposal on it or 
on its affiliates.* Nevertheless, it is believed that 
such impact will be substantial. IMN is principally a 
user of Bell's monthly Series 6000 service. The average 
Interexchange Channel rate for such service is to increase 
by 7.85 percent. The average Station Connection charge 
will increase by 8.0 percent. IMN estimates that the total 
increase in charges for Series 6000 Services which it^will 
have to pay to the telephone company will amount to 
approximately 7.6 percent overall. 

This increase in rates must be viewed in the 
context of the substantial increase in Series 6000 rates 
which was placed in effect as of September 1, 1970 (see 
Order, released July 7, 1970, FCC 70M-941, Docket No. 18634) 
and the enormous increases in costs which have occurred since 
that time. While it is to be acknowledged that the Bell 
costs have increased, too, that such increases justify an 
almost 8.0 percent across the board increase in Series 6000 
rates cannot be assumed. Bell's costs and rate making 
procedures must be the subject of a statutory investigation. 

WHEREFORE, the premises considered, it is 
requested that the proposed rates for Series 6000 Services be 
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suspended for three rnonths, and that an investigation be 
instituted as to their lawfulness. It is further requested 
that an accounting order be issued herein. 

Respectfully submitted, 

THE INTEKMOUNTAIN NETWORK 

1730 M Street N.W. By Haley, Bader & Potts 

Washington D.C.20036 

William J. Potts-, Jr. 

Its Attorney 

January 28, 1975 
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Ue&ercl (fesi^tøifoaja dsraattoaimt 

In the Matt?r of American Telephone) 
and Telegraph Co, Tariff Piling ) 

Senkinq Increaseo r^tea for ) Transmittal No, 12241 

*ntosatate Service; aet Porth in ) 

FCC Tariff Kos. 2'*, 260 and 263 ) 

To* The Conaission 

PCilTXOH POR SUSPEHSION AND INVCSTIGATION 

• • 

Pureuanfc to Soction 2,773 of the Coromlsoion'» 

Rulea and Sectlon 204 of the Coramunloatlons Aot, Mutual 
Broadcasting System, ino. ('Mutual"), by lts attorneye, 
heroby petition» the Commlaslon to euspend the effective 
date of the above-captloned tariff filing for a perlod of 
90 days, and to expedltlously institute heoring proceedings 
to inveatigate the validity of the propoeed rate lncreatee, 

Zn support of thie petition, Mutual sets forth the follovlngt 

. 

Intcoductlon 

1, Mutual Broadcasting System, Xno, operate» 
one of the four national radio networks. In terms of 
number of afflliate», Mutual is the largest of the four 
national networks, having almost 700 afflliate statlons. 

Mutual’» programs are fed to lts system of affiliates 
ni%, 4.T4C ifxfjtco.tA.tA gctv*/.* Han tscllltles (.Steles 6000 
audio channel»), Although Mutual is also an extensive 
user of AT*T MTS facllltiee, the instant petition le 
prlaarlly dlreoted to ATfcT'» proposed lnoreeso in private 


•/ 
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line ratesj however, tho argumenta eet forth horein ara# 
for the most part, applicable to the propoood tariff inc 
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in both private iinca and MT8 facilltiaa. 

2. ATiT hoa requested a 7.2% increaae in Interstate 
revenuea vhich it projecta vill result in an annual increaae 
in groaa revenuea for 1975 of approximately $717 million 
(approximately $433 million not revenuea after taxes)jr approxi¬ 
mately $73 million of thio revenuo increaoe vould be attrlbut- 
able to private line servicea, Mutual eatimatee that this 
proposed rate sdjuatment vould increaae ita interatate private 
line chargeø for monthly and ocoaaional service by approxi¬ 
mately $12,200 per month or over $146,000 e year. Zn thla 
regard, Mutual currently paya AT6T approximately $1.9 million 

e yoar for audio program tranoralaalon servicea and facllltles. 

Prlmary Purpose of Rate Znorease is to 
Substantially Zncreaøo the Rate of 
Return on Inveotod Copltal 

3. ATtT has pcemiacd thia request for rate increases 
on the neceasity to 1) meet inoreaoea in operating costs 
brought about by "extraordinary inflatlonary presaures* 
bcretklD? tbe economy and 2) increaae the rate of return 

on invested Capital to 10-1/2 - 111 to ta to attract necessary 
dcbt and equity Capital in the markotplace and to "sustsin 
the financial .ntegrity o* the Bell Byatera." 

4. There la lit tie reaoon to doubt that AT&T, 
just like any other company in today'a inflatlonary economy, 
ia exporiencing soao increaoeo in oporatlng costa due to 
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aacalation in vagea, intareat coata, conatructlon and »ain- 
tenanca coata, etc* Hovever, unlike many componiee, AT4T 
appearo to hava boan mora thon abia to off-eet increaoed 
expencos by lncreaaod ravenuøa. In fact, for tha twolva 
month parlod ånding November 1974, aacninga por ahara in- 
craaood to $5.33 par ahara for a 10.7% råturn on atockholder 
^ equityi furthermore, a» tha atatement of Robert H. B. Baldwln 
of Morgan Btanloy and Company maka8 oloar, during tha paat 
5 year period, AT4T aarninga hava conaiatently incraaaed 
(avaraging 3.9% ovar tha laat fiva yaar pariod) and hava, 
in fact, røaultød in an avaraga råturn of S.7% on atockholders' 
aquity. Thua, it can hardly ba aaid that AT4T ia ouffaring 
from a coat-prica lag aa ara, for axampla, many of the electric 
utllltUa and othor regulatad Industries. 

5. Accordingly, it la cleor that tha primary purpose 
for tha propoaad rate lnoreaaa ia to achiave a aubatantlal 
Jxcrej#* Jo the rate of råturn on AT4T'a invaatad Capital. 

Aa ouch, the juatificatlona advanced by ATiT for an incraaaed 
rate of råturn muat ba oloaely examlned to datarmina thair 
raaoonablanaao. It ia subraitted that a critical avaluation 
of thoae juatificatlona cannot aupport a rata increaaa of 
tha magnitudo propoaad by ATfcT. 

ATtT Copltal Roqalt*riVTA.a V>vj bm 
to 8ignificant Initial Downward Adjuotmenta 
aa a Rcault of Jev Economlc ond Tax Propoaal» 
_o nd Slowing of Cuotoncr Donond 

6. AT4T'a rate incraaao la praaiaad on tha projactad 

n«cd to raiaa opproxlm&tely $4 billion par yaar in axtarnal 
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financing - either througb lasuance of debt inetrumonte 
oc equity atock - to aupplement retained earninga bo bb 
to continue to neet lta requiroments fot new construotion. 
Howevec, Bubscquont to the filing of itB tate requeat, Presi 
dent Ford proposed an econoralo and tax progran which, if 
implemented by Congress, could significantly ceduce.ATfcT's 
Capital requicenents. Specifically, Pceaident Ford proposed 
to lower the corpotate incone tax tatt fron 46% to 42%, 
increafle the present 41 investmont tax ctedit for utilittee 
to 12% in 1975 and 7% thereafter, and lncteaBe the awoont 
of tho investment tax oredit which nay be ooed. to offset 
incone tax. Although it is unreasonable to presune that 
all of these econonic and tax proposals vill be inplenented 
without nodification, it is equally reasonabla to pceBune 
that come econoralo and tax relief will be extended vo indua- 
tries in general, and ATtT in particular, during thie year.. 

» the ancertainty alone of this ne» Bconoaio 
ar»d tax teUel atvd tt» attect on Ar«r‘« cepltel reqvireeen ta 
vould appear to justify i euopenaion and inveatigation of. 
AT6T'a rate lncrease. 

7. Furthornora, it io alao noted that in view 
of slower growth in cuotomer domand dua to ourront econoalo 
conditiona, ATBT recontly cut back the projeeted external 
Capital roquirements of ite construotlon progra» in 1975 
fron $4.1 to $3.5 billion doilara which will alao ease AT*-T‘a 
burden of raising new Capital. 
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AT*T'e Xncreote in Ovorall Rate oC Roturn it 
Unreaeonable and Unjuotlfied and Hutt be 
Roloctod 

8. Gince tbe Coraraiaoion'e 1972 rate decition (Phaae 
X) f which authorised AT4T an 8.5% rate of return, AT&T hat 
increated itt proportion of dobt from 45% to approximately . 

49% of total capitaliaation. Furtheemore, at t retult of 
unusually high interett ratet over the paet year, AT*T'a ■ 
coat of embedded debt hat increated from 6.0% in 1972 to 

t pretent level of 6.8%. Zn thie regard, ATfcT projecte 
that long-term debt ratet vill be between 8 and 10% for 
the foreteeable futura and that ahort-tern ratet vill rangt 
between 7 and 12%, reeulting in an averagt increaae in enbedded 
dobt coat froa 6.8% to approximately 7.0%. 

9. ATui." s projeetiona 4>n the coat of debt and 

the effect on embedded coat of debt appear to be reaaonable. 

Xn thio rogard, it ia noted that on January 28, 1975, ATtT 
vill reiaaue a $600 million offer ing of new notea and deben- 
turea which it vlthdrew tron tale leet hovembet taceuee 

of a-^overnment antitrust euit. The yield on the aeven-year 

• •• • 

notea ia expected to be nuch lower than tho 8.17% offered 

. • 

in November duo to the drop in ahort-term internet ratea» 

hovover, the yield on the 22-year dobentucee nay be increated 

• * • 

alightly above the earlior 8.67% yield due to a alight rite 
in long-term intereat ratea. 

I 


— ~\ 
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10* It vould also aeem reasonable to aaaume that 
ATtT's present pcoportion of debt to total oapitellxatlon 
vill nelther subotantlally increase fro» the current level 
of approxinately 491 — especlally ln viev of the current 
level of coverage of fixed interest chargeø — nor vill 
the proportlon of dobt to total capltallxation aubatontlally 
decreas© fron ita present level in viow of the current «arket 
pi ico of ATfcT'a common atock which ia belov book value. 

Thuo, aseuning that lnvoeted Capital ia compoaed of 491 
debt at an enbedded coat of 7.01# the proportion of the 
overall rate of return attributablo to invaated debt vould 
be 3.43» — an increase of .73% ovor that proportlon of 
total C08t of debt fron the 1972 level. 

IX. AT*T naintaina that the minimum return on 
stockholder equity that is requlred in today'0 marketplace 
ia in the range of 12-3/4 -13-1/2 percenti Mr. Robert H. 

D. Baldvln ot Morgan Itatilvy vut Ctrøwj **** 

as to atate that the minimum rate of return. ahould be 15%. 

Indoed# basod on the orojoctlona oa to the return on debt 
aa a proportlon of to*al rate of return aet forth in paragraph 
10 above# it vould ^.ppear that* in fact* the propoaed inter- 
otato rate increase vould embody a minimum 13.8% rate of 
return on total oquity. Thie rate ot return on equity la 
baoed on a 10.5% rate of return on capltal and la derived 
as follovsi 
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Itcn 

Dcbfc 

Totol Equity 


Proportion of Capital 
(Percent) 

--- 

Sl 


Proportion 

Coot Rate of Total 


(Percont) 

13*. 8 


Total Coat or Rate of Rotucn 


Cost 

“3713 

7.07 

10 . 5 % 


Thua, that portion of tho total cost of Capital attributable 
to råturn on equity would be increased by approximotely 1.29% 

> over that proportion perreitted in the 1772 daciaion. 

12. Tho reoson ATfcT has propooed to lncreaso its 
atockholdera* rate of return on equity by euch a aubatantial 
anount la oiroplei ATfrT wanta to aell new equity Capital. 
However, in apite of steady increaseo in rate of return 
on exiatlng equity aa voll as conaiatent increnaes in divi¬ 
dende» ATfcT cocunon aharoa are Belling in the $4') range when 
book value of thoae ohares ie in excesa of $51.00 a ehace. 

ATfcT maintaina that to soll addltional equity atock at below 
book value would not be "leit* to exV&xiog trvieetor» 
thia vould dilute the value of their preoent atockholdinga. 
Furthcrmore» an immediate and «assive increaae in rate of 
return on equity ie needed to drlvo the «arket value of 
ATfcT atock eoajnon above $52 ao that holdere of $1.6 billion 
in dobcnturee can exerciae their verranta prior to the explra- 
tlon dote of May 15» 1975 to purchaae ATfcT common at $52.00 
per share» 

13. Inaarouch aa ATfcT cooraon øtock haa generally 
reflected a conaiatent growth in rate of return and dividend 
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payncnts, the current depceøaed mackct value of AT4T common 

would éppeae to be not øo rouch a reflection on the risk 
elonent and overall quality of the øtock aø It la a reflection 
of tho general state of tho economy. in effoet, then, the 
ceal catlonale for thla pcopoocd rate increaoe lø that AT4T 
ia seoking to have the ratcpayec flnance a preroium rate 
of roturn on øtockholder equity øo aø to guarantee ltø «hare- 
holdors' Investment and to removo any element of rløk fron 
the purchase of AT4T common øtock and warcantø. Such a 
ahifting of rløk would bo to tho finonoial intoreøt of the 
ATtx øtockholdcrø and warrant holdere and would lnøulate 
ATfcT from ehareholder concern over the curront depreøøed 
rjtkQt value of ltø øtockj furthermore, øuch a øhlftlng 
of rløk to the ratepayer would be of therapoutlc beneflt 
to AT4T øince it could put aøide any fearø, real or imagined, 
that ltø bonde would be downgradod from thelr present Triple 
A rating, such a blanket øhlftlng of rløk to the ratepayer, 
hovevoc, would not be ln the public Intereot. 

14. ATI? attemptø to øndow ltø propoøed lncreaøo 
ln rate of roturn wlth øomo reepectabllity theouqh reference 
to the rates of return preoently belng offered by electric 
utilitiee to ltø øtockholderø. Howevor, ..ny lnferenct that 
tho riokø and quality of AT4T common øtock are comparable 
to thooe of moøt electric utilitieø muøt be rejeeted out-of- 
hand * unlike AT4T, «any eleotric utilitieø are belng faced . 


1 
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vlth severe coøt-price lags due to the tcemondoue lncreaaes 
in fuol costa and the extraocdinacy initial investment (in 
pcoportion to overall rate baae) requlred to bring on line 
nucleac reaotora and othor generating facilitios as vell 
ao associated pollution control equipment, vhich by nature 
is non-productivo in terms of increasing plant efficiency. 

Pinally, in coat casos, the debt-equity ratios and associated 
coverage of fixed interoat ooets - the risk factora - of 
electric Utilities inoures that a high preniura muøt be paid 
to attract equity Capital, 

15. Tho best that can be said for ATtT's proposed 
increase in rate of return is that oomo modest upvard adjust- 
ment may be juatified to componsate for the increase in debt 
ao a proportion of total investod Capital and the Increase 

in enbedded coat of debt. Bovever, ATfcT has certainly not 
submittod adequate Justlfication to increase the rate of 
return to the «xtent proposed. 

Even Xf tho Rate Incroase Could be Justlfied, 

ATfcT Should Not bo Entltlcd to any 
Increaoo in Eories 6000 Ratcs until Such 
_ Qualltv o f Sorvl co lo in pr ovedV 

16. Over the yoars» tremendous developmonts have 
occurred in almost every aspect of communications technology. 

During this period, important advancee have been made ln 


?7The proposed rate incteaaes for Setieo 6000 chonnels 
lor vhich Mutual Bpccifically sooko suopcnsion, ore oet 
torth at pages 104 through pagoa 112 of Tariff PCC No. 
260 lssued on January 3, 1975 by AT&T* 



i 
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the equipment and facilities of most Services supplied by 
ATiT ond major new Services have been developed as vell. 
Bxorplso of these improvements includoi direct dialing to 
alrcoat any point in the country» extended area dialing» 

WATS» Datophonc» Tolpak, Digital Data Service» nev and 
inproved telephone instruments and svitehboard equipment» 
uco of mlcrcvave and coaxial coble for inter-oity tranemiasion, 
satellite communications Services» automotic alternate routlng 
for poak load equolization ond many others. Purthormore» 
theoe better quallty trensmiosiona ond nov Services have 
generaily been accompanled by a reduotion in rates. 

17. While ATlT has been moking these tcchnlcal 
advances and providing nev eorviceø» the broodcaster and 
the manufaeturers of broadcast audio equipment hova not 
been idle. Solid state equipment has been developed» Inte- 
grated circultry is uoed whetever poesibie» FM and stereo 
broadcasting is vell accepted» tape recordors are in general 
ueo; vider band» more stable and flexible studio control 
consoles are employed» improvad transcriptlon turntableo 
and piokup beads aro standard equipment — all of this rtflec- 
ting the tremendous advances that have beon made in the 
broadcast and recording lnduotrios. These improvements» 
coupled vith better microphones, help to produce vldeband 
sound that is distortion-free to such an extent that it 
is hard to distingulsh the transmltted sound from the original. 
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±8. Ai « ceault of thi development of new broadcut 
equipnent, Mutual and the other radio networka can produca 
high quality eound in the atudioa, but often they are unable 
to doliver thli quality to aftiliates throughout the country. 
Hardly a aingle Mutual affiliate moeting gocø by vithout 
a conplaint being raisod about the quality of network program 
tcananUaion facllitiea. Indeod, within the paat year, 
conplainta from Mutual'® Weot Coaot affiliatea in the States 
of Washington, Oregon, California, Arizona and Nevada reached 
auch proportiona that Mutual haa been and etlll la conducting 
randon testa at different looatlona on its Pacific network 
to doternino whethec ito interatato program transmisaion 

lines are meoting the apecificationa ATfcT agreed to provide 
Mutual. 

19. Theeo teata on Mutual Paoifio'* facilitiea 
determined that thore vere major and widesproad doficlencies 
in tho areaa of gain frequency recponse, noiso, harmonlc 
diotortlon, and onexplained outagea. Por example, AT4T 
« 9 recd to provide Schcdule A program tcanemieeion lines 
to Mutual within the following opooificationa«_f3db gain 
frequency reoponse and 44 db signal to noise ratio. Mutual 
toot reculta, howover, which will be made available to tbe 
Comraisoion or other interested partieo on requoat, ahowed 
gain frequency reoponae fluotuating between +2 and -32.5 
and signal to noise ratio of -45db on program tranamiaalon 
lineo aerving its affiliate in Seattle, Washington. 
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20. Only now, after countieea complainta to AT&T 

• 

and months of lnfetior and unaccoptable service# la Mutual 
beginning to aeo sorao improvoment in the quallty of program 
trancmlasion facllitleo being furnlahed to it on the Heat 
Coaot. Although Mutual'8 network toato were reatrlcted 
to problems on the Heat Coast# there ia evory reason to 
believe theoe problema are not unique to Mutual'e Pacific 
notwork. In thla regard, it la generally recognlted vlthln 
the radio broodcaat lndustry that audio program tranamisalon 
eorvicea have becn AT&T*s "atepchild#" bo to speak, with 
llttle attention being paid to improvementa. The AT&T apeci- 
ficationa for audio program transmioaion aervlcee havo changed 
very llttle over the yeara. Zn many areas of the country f 
ATfcT'8 oquipment and faolllties appear to be the aame today 
ao they wore many yeara ago; thla at leaat would explaln 
the poor quallty of aervlce being providod to Mutual Pacific. 

21. Zt la lnoredible that AT&T would auggeat that the 
propo6ed rate lncreaae would permlt it to provide hlgh-quality 
aervlce to lta cuetomera. On the contrary, Mutual haa observed 
a total lack of aignificant improvoment in AT&T*a plant and 

e 

facilltlea for audio program tranamlooion. Historlealiy# it 
hao becn our experlence that rate lncceaseo have not been 
followed by iaprovereents in quallty of aorvlce. Zt 1a 
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particularly deptessing to tind that, frequently, a requeet 
for service is met vlth the aoseosment by ATfcT of "«pedal 
conotruction - charge» — the existence of theao «pccial 
i conotcuctlon provisions in the private line tariff veakens 
the forco of AT&T's clai» that tho rate increasos are required 
in part for capitol improvoments. In sum, ve have a aituotion 
in vhich tho service provided by AT4T ha» beon con»tantly 
deteriocating '‘nd ATfcT 1 » roøponso has been to propose rate 
lncreaoea rather than improvement of service vhich would 
be deslgned to increaso rathor than decreaso its narket 
place. 

Technical Specificationa for Quality of 
Customer Service Should bo Zncluded in 
Interotote Private Line Tariff 

22, In sum, during an era of tremendoua development» 
in evory facet of audio roproduction -- from the L.P. record 
to stereo broadcasting to solid state equipment to fouc 
track sound -- ATfcT'a program transmission service ha» shown 
little, if any, change. Conøidering the millions of people 
throughout ti’.-» country who vould be the benoficiary of «ny 
such improveir«nt( Mutual suggests that ono of the principles 
vhich should guide the Commisoion in its investigation of 


i 
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ATtT'a propoaed interatoto rate increaeo la a genuint conctcn 
l or provlding better audlo program trt»noraleaion service 
at leaaer coat — aomothing which haa betn experienced in 


nost other aceaa oC ATfcT operotion. 

To thla ond, Mutual would like to propoae that 
ATtT bt required by tha Conirniaaion to adopt and includo 
ln 1te prlvota lint tariff the following apocificationa 
for Schedult A and C audlo program tranamiaalon facllltieat 

Eignal to noiae ratioi 48 db unweighted 

Galn/freq. rcaponat» 6005 (A)* 

100-5000 +2 db within 3db tnvtlopa 

Galn/fcoq. rooponco, 6003 (C)i 

100-3000 +2 db within 3db onvolopo 

Harmonic Oiatortiom ltaa than 3% at any frtqutncy or 

levol up to 418 db» 

Galn atablllty within 24 hour periodt +2db 

No dlacernablt croøøtalk, impulee noiat or alng undar 
critical liøcening condtion». 

Frequency ahifti 2 cyclta maxlmum 

Conpander Trackcrt 41 db using 400 tone at taat ltvela 

“ of +8 to -30 dbm 


Prograa Levtli +8 db with a peok program ltvtl of 418 db» 

bofort cllpplng. 


Envelope delayi 


5 aatc at ikiia, 20 mstc at 100 ha 

reterred to frequency ot alniaua 
delay 


Lc i el doliverod to cuøtomor at recolve tnd« betwaen -15 

and -20 dbm into 600 Ohma. • 

Taat algnal power i not to exceed 48 dbm for continuoua 

periode. 
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24. Purtherioor©, the CoromUelon ahould alao requlre 
ATfcT to provido in ite private line tariff a echedule of 
refunde to cuatomera when it faila to roeet the above auggeated 
apecificationa or aimilar opccificationa. The ratepayer 
ohould not be required to pay for a quality of aervice which 
he doea not receive. 

Concluolon 

Tho propoaed lncreaie in ratea ia aubatantial 
and, if adopted, Mutuol'a network oporationa would be aerioualy 
affected by thia addition&l cost-prioe aquoeze during thia 
inflatloniry period. Xn thia regard, it ehould be noted • 
that unlike the othor throo radio networkø with which it 
competea, Mutual doea not own and operate any AH, PH or 
TV etationa. Mor la Mutual angaged in televioion network 
operationa. Mutual*# entlre inceme comea from the operation 
of lta radio network. fline© the largeot «ingle operating 
expenao of ita network conslata of ohargea for ATfcT audlo 
tranenisaion facilltlea, an inoreaee of the magnitude propoaed 
would hova a dalatorioua effect on ita ability to provlda 
ocrvlc© to lta afflliatea and to effectlvely coropete with 
the othor radio networkaj auch a reøult mlght curtall aervice 
to tha public and would not bo in the public intereat. 

Por tha above reaeona, Mutual Broadcaatlng Syate», 
2nc. auhsit* that tha proposod 7.2% increaaa in lnteratate 
ratea in general haa not beon juatlfied by ATfcT. Purthermore, 
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with iaepoct to the Sede» 6000 audio prograra ttanomisalon 
facilities, even if AT4T could juotify a rate increaee, 
euch lncreasa ohould be deniod until ouch time ae it eubstan- 
tlally lmprovea tho quality of ita audio program tranaraleoion 
aervicea and facilities. The Commisaion ahould auopend 
tho propoaed cata lnorease for tho maximum poriod of 90 
daya or.d institute an expedited hoaring to invootigate the 
roaoonablenesa and juatlficationo for theaa propoaed rate 


increoooa. 


Respectfully aubmltted 

MUTUAL BROADCASTING 
SYSTEM* INC. 




Ruaeo 


Richard A. Helmick 


Cohn and Marka 
1920 L Street» N.W. 
Washington, D.C. 20036 


Januory 20, 1975 
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Before the 

FEDERAL COMMUNICATIONS COMMISSION 
Washington, D.C. 2 0554 


In the Matter of 

AMERICAN TELEPHONE AND 
TELEGRAPH COMPANY 

Revisions of Tariffs 
F.C.C. Nos. 259 (WATS) , 
260 (Private Line) and 
263 (MTS) 


) 

) 

) Transmittal No. 12241 

) 

) 

) 

) 

) 


To: The Commission 

PETITION FOR INVESTIGATION, SUSPENSION 
AND ACCOUNTING_ 


National Data Corporation ("National Data”) , pursuant 
to Section 204 of the Communications Act of 1934, and 
Section 1.773 of the Commission'c Rules, hereby petitions 
the Commission to suspend for three months the proposed 
revisions of American Telephone and Telegraph Company 
("AT6T") Tariffs F.C.C. Nos. 259, 260 and 263, filed on 
January 3, 1975, by AT6T Transmittal No. 12241 and to 
order a hearing for the purposo of investigating the 
lawfulness of such revisions. National Data further 
petitions the Commission to seek from AT6T? a voluntary 
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deferral of the effective dates of the tariffs, beyond 
the three months suspension period, and to order an 
accour.ting if the revisions should go into effect prior 
to a final determination of their lawfulness. 

In support whereof, the following is shown: 

National Data's Interest in the Proposed Tariff 
Revisions . 

1. National Data operates a nationwide real-time 
computer system which has the capability of providing 
customers with information by the use of any standard 
telephone within the continental United States. The 
system, which is operational. 24 hours per day through- 
out the year, is used among other things for the purposes 
of credit card charge authorization, check verif ication, 
bank deposit reporting, hotel and motel reservations, 
product and merchandise ordering, warranty verification, 
invoicing and inventory control. 

2. National Data's central computer facilities are 
located in Atlanta, Georgia, and are linked by AT6T 
private lines to regional communications centers in 
Georgia, Illinois, Nevada, New Jersey and Toronto, Canada. 
These regional communications centers are staffed with 
specially trained operators ("formatters” ) who translate 
voice communications received by telephone into data 
transnissions by use of cathode-ray tube input-output 
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cevices. 


The data is then transmitted over leased 


high-speed data lines to the central computers in 
Atlanta and responses are transmitted back to the 
formatters and displayed on the cathode-ray tube for 
relay back to the customer by telephone. 

3. Customers gain telephone access to the system 
primarily by use of wide area telecommunications service 
(WATS). By calling a local or WATS number from any 
location in the continental United States and Canada, 
the customer is placed in voice communication with a 
formatter at one of the regional communication centers. 

The formatter speaks to the customer and converts the 
information given by the customer into a format suitable 
for entry into the computer or for querying and retrieving 
information from the computer. 

4. National Data also has developed and tested a 
point-of-sale terminal system presently consisting of 
several hundred terminal devices in merchant locations 
throughout the country which are linked by ATST private 
lines to the central computers in Atlanta. The point- 
of-sale terminals, using ATST private lines, perform 
many of the same functions that are now accomplished 
through the WATS network. 

Impact of the Proposed Tariffs on National Data: 
$565,000 Increase in WATS Costs . 

5. It is the proposed Full Business Day WATS rate 
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revisions that most seri^uslv affect National Data. 

In terms of the vc lune of calls made. National Data 
is one of the largest users of WATS service in the 
nation and for the calendar year ending December 31, 

1974, it paid to ATST and its affiliates approximately 
$2,500,000 for inter and intra-state WATS service. 

Based on charges for WATS for the month of December, 

1974, the net impact of the proposed tariff on National 
Data will be an increase over current interstate WATS 
communications costs of approximately 25.8 percent or 
approximately $565,000 per year. Moreover, this constitutes 
an aggregate 37.9 percent increase over WATS charges paid 
by National Data prior to July 1, 1974, the effective 
date of the WATS tariff charges now being investigated 
in Docket 19989 of which National Data is a participant. 

6. One of National Data's principal reasons for 
opening its regional centers was to obtain nationwide 
WATS coverage at lower cost by use of WATS access lines 
concentrated in the less expensive lower-numbered service 
areas. As can be seen from Attachment "I" of Bell 
Statement 6, it is precisely the lower number service 
areas in which almost the entire ATST proposed WATS 

* i.e., service areas 1 and 2. Depending on the geographic 

location of the particular National Data WATS center. 
Service Areas 1 and 2 encompass Rate Steps 1-8 on 
Attachment "I". 
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increase falls. Full Business Day WATS lines, which 
constitute the vast majority of National Data's WATS 
lines, are hit even harder than Measured Time WATS. 

For example, in Rate Step 1, the Full Business Day 
increase is 34 percent whereas the Measured Time is 
only 24 percent. 

7. I' the proposed WATS tariff goes into effect, 
the savings resulting from use of lower numbered rather 
than higher numbered service areas will be diminished 
to the point that maintaining all of the regional 
centers might no longer be cost justified, and National 
Data would have to seriously consider closing one or 
more of the regional centers and consolidating i.ts 
operations. One undesirable result of any such 
consolidation would be the unemployment that would be 
created. 

8. National Data has substantial communications 
costs for private line Services as well as for WATS, 
and the proposed increases in rates for such Services, 
though less drastic than the WATS rate revision, 
significantly affect National Data. National Data uses 
private lines to reach its regional communications 
centers and also for its newly developed point-of-sale 
terminal project, discussed above in paragraph 4. Its 
costs for interstate private lines is approximately 
$19,000 per month, and under the proposed tariff revision 
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th ls cost would be increased by 7.4 percent to 
almost $20,500 per month. National Data will have 
to attempt to pass on any increased WATS or private 
line communications costs to its customers, „ho in 
tur undoubtedly will pass th e costs on to the 
consuining public in tenns of higher prices for Services 
and products. I„ these economic times, such inflationary 
pressures are particularly undesirable. 

Unlawfulness of <- he Proposed Ta r<ff. 

9. National Data believes the proposed tariffs 
are unlawful in two respects: first, with respect 
to tariffs 259, 260 and 263, the increase in the rate 
of return sought by ATET, as reflected by the 7.2 per¬ 
cent increase in revenues that would result from the 
implementation of the proposed tariffs, is unreasonable 
and m violation of Section 201 (b) of the Communications 
Act; second, the increase in the MTS and WATS tariffs 
are unduly concentrated in the short haul rate steps 
and therefore are discriminatory and in violation of 
section 202(a) of the Communications Act. 

10. National Data has not yet had an opportunity 
to peruse all of the materials (some 8400 pages) filed 
by ATET. However, the professional staff of the Council 
on Kage and Price Stability (the "Council»,, a federal 
agency charged with the responsibility of monitoring 
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the inflationary imp^ct of activities in both the 
private and public sectors of the economy, has had 
such an opportunity, and in its petition for suspension 
and investiqation filed with the Commission on January 
23, 1975, the Council adopted the position that the 
AT6T filing does not justify the increase in the rate 
of return sought by AT ST. National Data concurs in 
that position. 

11. The Council not only believes that the requested 
rate of return is not adequately justified, but also 
asserts that the rate structure (i.e., the categories 

of charges in which the particular increases fall) must 
be carefully scrutinized before being implemented. 

12. National Data agrees with the Council on the 
need for such scrutiny. Attachment "A" to Bell Statement 
6 indicates that while AT6T is seeking an average 7.3 per- 
cent increase in revenues from WATS, most of the increase 
falls in the lower numbered service areas in which Full 
Business Day rates increase by as much as 34 percent. 

Thus, the revision of Section 3.4.Z of the WATS tariff 
establishing rates for service areas 1 and 2 constitutes 


* However, National Data notes that the Council's estimate 
in footnote 9 of its petition that WATS users' rates 
will increase only 7 percent overlooks those WATS 
users whose lines are concentrated in the lower numbered 
service areas. 
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an unlawful discrimination against users such as 
National Data whose WATS access lines are concentrated 
in the lower numbered service areas. 

13. AT6T has adopted a domino theory as its 
rationale for justifying the increases for Full 
Business Day WATS in the lower numbered service 
areas. In Bell Statement 6, Description of Interstate 
Rate Adjustments and Basis of Ratemaking Employed, at 
pages 22-25 ATST states that the Full Business Day 
WATS rates in the lower numbered service areas were 
increased in order to maintain the rate relationship 
with Measured Time WATS; that Measured Time WATS in 
turn was revised to maintain its rate relationship 
with MTS; and that for cost reasons MTS rates were 
being raised for short haul calls. Accordingly, if 
AT6T is unable to justify its rate increase for short 
haul MTS, it will be unable to justify the rate increase 
in the lower numbered service areas for Measured Time 
and Full Business Day VJATS. Moreover, even if ATST 
were able to justify its rate increase for MTS for 
short haul service, the Full Business Day WATS increase 
in lower numbered service areas would not be justified 
if it were shown that ATST's methodology were incorrect 
insofar as establishment of "equivalent MTS charges", 
(see page 23 of Bell Statement 6) or if the crossover 
points between Measured Time and Tull Business Day WATS 
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shown in Attachment "J" to Bell Statement 6 had been 
inappropriately established. 

Need for Suspensjon of the Tariffs and for Voluntarv 
Deferral by AT6T . 

14. In view of the size of the increase sought by 
AT£T and the impact the tariff revisions would have on 
individual and small and large businesses throughout 
the country, it is likely that the Commission on its 
own motion will suspend the effective dates of the 

even if no parties filed a petition to suspend. 

However, a 90 day suspension will be of only limited 
value since any investigation and hearing on the requested 
increase will take place over a prolonged period of time. 

Accordingly, the Commission is urged to seek from AT6T 
a deferral of the effective dates of the tariffs until 
such time as their lawfulness can be determined after an 
investigation and hearing. 

WHEREFORE, National Data petitions the Commission: 

(1) To suspend for a period of three months commencing 
March 4, 1975, the proposed effective dates of the tariff 
revisions pursuant to Section 204 of the Communications 
Act; 

(2) To order an investigation and hearing pursuant 
to Section 204 of the Communications Act into the lawful¬ 
ness of the charges and classifications contained in the 
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tariff revisions; 

(3) To request AT6T to voluntarily defer the 
effective dates of the tariff revisions until such 
tine as the lawfulness of the revisions has been 
detemined; and 

(4) To reguire ATST, if the tariff revisions 
becone effective prior to a final determination of 
its lawfulness, to keep accurate account of all 
amounts received by reason of the increase effected 
by the tariff revisions, specifying by whom and in 
whose behalf such amounts were paid, such portion of 
these increased charges as are determined to be unlawful. 

Respectfully subraitted, 
NATIONAL DATA CORPORATION 

_ /s/ Allan C. Hubbard 

Dy ; _ ______ 

^Allan C. Hubbard 

ALSTON, MILLER £ GAINES 
1776 K Street, N.W. 
Washington, D.C. 20006 
Telephone: (202)223-1300 

Its Attorneys 


Dated: January 28, 1975 
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Before the 

Federal Communications Commission 
Washington, O.C. 


BY rer 
MAli BRA\CH o/v 

9 0 1975 


In the Matter of 


American Telephone and Telegraph Compaq 
1975 Interstate Rate Increase 

Transmittal No. 12241 


I "2 w.** r* \ / ' 

i \ i . * \ i \ 
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Petition of the 

National Small Business Association 


Milton D. Stewart 

Nationa^Small Business Associatic 
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2 G.^„ 


VCH 


Date; January 28, 1975 


John E. Lewis 

F*prutive Vice President 

National Small Business Associat*-: 


comwon e»"« BUREA0 
j Ml 31 1975 

T ., (lff s ANO SERVICES 
T ' UWISION 


Herbert Liebenson 
Staff Vice President - 

Governmental Affairs 
National Small Business Associot'.- 










Before The 

Federal Communications Commission 
Washington, D.C. 
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In the Matter of 

American Telephone and Telegraph Company 
1975 Interstate Rate Increase 

Transmittal No. 12241 


Petition for Suspension and Investigation 


The National Small Business Association hereby petitions the Federal 
Communications Commission (the "Commission") for suspension and investigation 
of the 1975 Interstate Rate Increase ("Rate Increase") filed^by the American 
Telephone and Telegraph Company ("AT&T") on January 3, 1975. 

The National Small Business Association herewith.in view of repeated 
references to the serious impact which the proposed application will have 
on the nation's small businesses, urgently requests of the Commission: 

1. that it extend the time for filing petitions for intervention 

for at least 45 days from this date; 

2. that it request of Am the filing of special information 
summarizing the anticipated impact of the proposed rates on large 


1/ This Detition <s fi 1 ed pursuant to Section 204 of the Communications 
1/ct of 1934. 47 J.S.C. 204 and Section 1.773 of the Commission s Rules of 

\ ov/ciie onu rrocedure, 47, C.f.K. !.//<*• 


• y 
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and small business users with respect to: (1) Lont .iistance Message 

Telecommunications Service (MTS), furnished within the United States (except 

Hawaii and Alaska) ai.. between the United States (except Hawaii and Alaska) 

and Canada and Mexico; (2) Wide Area Telecommunications Service (WATS); 

2 / 

and (3) Private Line Service. 




2/ AT&T's proposed rate revisions affect the following FCC tariffs: 
Nos. 259, 260, and 263. 


r 


d 











Respectfully submitted, 



President 

National Small Business Association 
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Before the 

FEDERAL COMMUNICATIONS COMA1ISSION 
Washington, D.C. 20554 . 


In the Matter of 

AMERICAN TELEPHONE AND TELEGRAPH COMPANY 
and the Associated Bell System Companies 

Charges for Interstate Telephone Service, 
Transmittal No, 12241 


PETITION FOR SUSPENSION 
BY COMMONWEALTH OF PENNSYLVANIA 


ROBERT P. KANE, Attorney General 
Capitol Annex 
Harrisburg, Pa. 17120 

GORDON P. MacDOUGALL, Spee.Asst.Atty 
705 Ring Building 
Washington, D.C. 20036 

Attorneys for Commonwealth of 
Pennsylvania 


I 


. Gen. 


January 28, 1975 
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Before the 

FEDERAL COMMUNICATIONS COMMISSION 
Washington, D.C. 20554 

In the Matter of 

AMERICAN TELEPHONE AND TELEGRAPH COMPANY 
and the Associated Bell System Companies 

Charges for Interstate Telephone Service, 

Transmittal No. 12241 

PETITION FOR SUSPENSION 
BY COMMONWEALTH OF PENNSYLVANIA 

Commonwealth of Pennsylvania, by its Attorney General, 

subraits this protest and petition for suspension of tariffs 

filed by the Bell System which seek substantially increased 

rates for interstate long-distrance message telecommunications 

service (MTS), Wide Area Telecommunications Service (WATS), and 

Private Line Service. These rates are published to become effective 
1 / 

March 4, 1975. 

It is requested that the operation of these tariffs be 
suspended. Upon such suspension,an investigation should be 
instituted with the opportunity for public hearings, in the 
event the present investigation in Docket No. 19129 is deemed 
not to embrace these new increases. 

The substantial nature of these interstate increases may 
be illustrated by the rates between Washington, D.C. and 
Philadelphia, Pa. The present Operator Station-to-Station rate 
is 85 cents for the initial 3-minute period. This is proposed 
to be raised to Sl.45. The present Operator Person-to-Person 
charge between Washington, D.C. and Philadelphia, Pa. is $1.30. 

1 / ir. S.-.Mexico nnd U.S.-Canada MTS would take effect March 29, 
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This would be increased to $2.00 under the proposed 
tariff. In general, the rate changes would disproportionately 
impact most heavily upon short-distance calls. 

The principal justification advaced for these drastic 
increases is the stated need to lift AT8tT's rate of return 
from apx. 8.5% to a higher 10.5%-11.0% levels. 

Pennsylvania businesses and citizens would be harmed by 
the proposed increases. By virtue of the parity maintained 
by intrastate long-distances charges with the interstate level 
approved by the F.C.C., charges for Services solely within 
Pennsylvania would be increased, also effective March 4, 1975, 
unless the F.C.C. suspends these charges for interstate 
Services. Frr example, the Philadelphia-Pittsburgh long-distance 
rates would be increased. This parity has received judicial 
sanction by Pennsylvania courts and the U.S. Supreme Court. 

See: Bell Telephone of Penna . v. Public Utility Comm'n, 5 A. 2d 
410, aff'd 309 U.S. 30 (1940), and Coramissioner Johnson’s 
separate expression in A.T.&.T ., 38 F.C.C. 2d 213, 273 (1972). 

The magnitude of the increase is staggering. We request 
suspension. AT&T estimates the aew rates would produce $717 
million in additional interstate revenue, and would net $433 
million after taxes and other adjustraents. These figures are on 
and annual basis. By simultaneous filings, Bell of Pennsylvania 
has proposed the identical increases for traffic solely within 
Pennsylvania, which would result in an additional $52.5 million 
solely for intrastate Pennsylvania business. 


2/ This decision is undergoing judicia. review in the U.S. ?ourt 
~ of Appeals for the District of Columbia Circuit. Commonwealth 
of Pennsylvania is an intervenor and participant in those 
proceedings. _ 


2 
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We have examined the request for suspension filed by the 
Council on Wage & Price Stability. We likewise urge that the 
level of the charges warrants careful investigation and 
scrutiny. Moreover, the heavy emphasis on short-distance 
messages is particularly damaging and injurious to Pennsylvania 
because of the parity maintained between the Pennsylvania intra- 
state charges and the interstate charges. 

Pennsylvania is the third largest State in the nation. It 
has a distinct interest in the level of telephone rates for 
itself as well as for the public of Pennsylvania. 

The proposed increases come at a time when AT&T's cost 
for funds has been dramatically dropping. Thus,although the 
AT&T request is predicated upon high interest costs, in actual 
fact such interest rates are falling. See: New York Times , 

A.T.&T.* s Notes Will Yield 7.75% , January 28, 1975. Failure 
to suspend the proposed rates may unleash inflationary pressures. 
A comparable situation occurred in January, 1973, when the 
F.C.C. announced dramatic increases in long-distance rates for 
the Bell System. We suggest such an occurrence should not be 
repeated. 

CONCLUSIOX 

The Commission should suspend the proposed rates, and 
institute an investigation with public hearings prior to the 
effectiveness of the tariffs. 

Respectfully submitted, 


3 
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Respectfully submitted, 


ROBERT P. KANE, Attorney General 
Capitol Annex 
Harrisburg, Pa. 17120 

GORDON P. MacDOUGALL, Spee.Asst. Atty.Gen . 
705 Ring Building 
Washington, D.C. 20036 

Attorneys for Commonwealth of 
January 28, 1975 Pennsylvania 


Certificate of Service 

I hereby certify that I have served a copy of the 
foregoing upon the following by first class mail postage- 
prepaid. 

W.E. Albert 

Administrator Rates & Tariffs 
AT&T Long Lines 
32 Avenue of the Americas 
New York, N.Y. 10013 

Chief, Common Carrier Bureau 
1919 M Street, N.W. 

Washington, D.C. 20554 

Chief, Tariffs & Service 
1919 M Street, N.W. 

Washington, D.C. 
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Gordon P. MacDougall 
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Sefore the 

■IDEP.AL COMMUNICATIONS COMMISSION 
'•'ashin?ton, D. C. 20554 


In the Matter of > 

) 

AMERICAN TELEPHONE 5. TELEGRAPH COMPANY ) Transmittal No. 12241 

Revisions to Tariffs FCC Nos. 259 t 260 ) 

and 263 filed January 3, 1975 to be ) 

Effective March 4, 1975 ) 


To: The Conmission 

PETITIQN OF UNITED PRESS INTERNATIONAL. INC . 

FOR REJECTION OR. IN THE ALTERNATIVE . 

S USP ENS ION OF TARIFF SCHEDULES 

3v Transmittal No. 12241, dated January 3, 1975 , 
American Telephone & Telegraph Conpany (AT&T) filed 
revisicns co its Tariffs FCC Nes. 259, 260 and 263 to 
become effective March 4, 1975. The filings provide for 

substantially increased rate levels for Long Distance 
Message Telecommunications Services (MTS) within the United 
States ar.d between the United States and Canada and Mexico; 
Vide Area Te1econnunications Service (WATS); and Private 
Line Service. 

United Press International, Inc. (UPI), a New 
York Corporation having its orincipal place of business at 
220 East 42nd Street, New York, New York, by its attorneys. 


orotests and herebv r e.s n a.' t fu 1 ly petitions the Conrissior 










A. 382 


to releet the .tbove-captioned tariff filings or, in the 
alternative i f the Conmission does not rejeet said 
filings, to suspend the ef fectlveness thereof for the 
full statutorv perlod, issne an accountlng order, and 
enter upon an exnedited h ea r ing as to the lawfulness of 
sald tariff chanses. 

In support of its petition, UP1 shows as follows: 

Descrintion of UPI, iir.pact unon it 

and snmmary of its posltlon . 

1. UPI is one of the tvo principal news agencies 
of the country and is engaged in the business of gathering, 
preparing and distributing news and news reports, features, 
photographs, pietures and other news material to more than 
6,500 newspapers, periodicals, radio and television net- 
works and stations and other news media throughout the 
country and in foreign countries. Domesticallv, in order 
to distribute its news reports and other news material, UPI 
operates very extensive and elaborate communications net- 
works which extend to over 2,000 cities and towns in the 
United States and Canada. These networks deper.d upon and 
make extensive use of the AT&T Private Line Services and 
channels. As of November 30, 1974 UPI's total monthly 
billing from AT&T for leased wires alone was $485,942, or 
at the rate of $5,831,304 per year. Unlike most businesses 
UPl's communications costs represent a substantial portion 
of it r. oncratine exnense*. For example, in 1973 its 
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domestic lcased wire expense represented approximately 
12% of its domestic operating expense. 

2. In its news gathering activities, UPI also 
makes extensive usc of the I.ong Distance Message Telecon- 
munications Services (MTS) of AT&T and to a limited extent 
Wide Area Telecommunications Service (WATS). Consequently, 

UPI is highly sensitive to'any*increase in AT&T’s charges 

for communications Services. 

3. In the case of Private Line Services, the 
new tariff filings would increase all domestic rate 
elements for these Services by 7.8% across the board. In 
terms of dollars this would amount to a monthly increase 
to UPI in its bill from AT&T.for Private Line Services 
alone of $37,903, or an increase of $454,836 on an annual 
basis. On top of this UPI would sustain further increases 
in its bilis for MTS and WATS Services, the extent of 
which UPI has not yet calculated. UPI raaintains that 
increases of the magnitude of those for Private Line 
Services alone, coming in one stroke, are wholly unjust 
and unreasonable . 

4. As the Comnission is well aware, UPI is a 
party to the Hi-Lo tariff proceeding (Docket No. 19919) 


which is now awaiting decision by the Commission. That 
tariff filing of AT6T involves potential increases to UPI 
(on the basis of its current usage) of between $1,200,000 
and $1,300,000 per year should the so-called TELPAK end-lir.k 
excent ion be elimlnated. Thus, UPI is faced with nossible 
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r kofjpen Sl 650,000 and $1,750,000 
for eseeable increases of between 

„„ an annua 1 basis for leased linn. alone. plus such 
additlonal increases as would rasult troa, tha Inaraasas 
in NTS and WATS ratas. Such incraasas would daal a 
s t aggering blow co DPI and ics subscribars and. in DPI's 
viaw. to tha national intatast in Promoting tha wldasc 

pos.ibla dissamination of naws to tha public. 

5. It is tha position of UPI Chat tha naw ratas 

fllad by ATAT ara not only un)usc and unr a.son.bla. and 
hanca unlawful for that ra.son, but Chat tha antira tariff 
f Iling admlt C ed ly vlolatas tha rat. of råturn findlng. and 
determl nations of tha Commisslon In Phaaa I of tha p.nding 
Massage Toll Telephone Rate Casa (Docket No. 19129) and 

should therefore be sumraarily rejected. 

t Vi a n,rlff filines should be re^ectej.. 

6. On November 22, 1972 the Commisslon released 

it, Declsion and Order In Phasa I of tha «essage Toll 
Telephone Rate Case, Docket No. 19129, 38 FCC 2d 213. 

Phase I lnvolved tha dat era.lnat lon of the permis.lble 
overall rate of råturn of tha Ball System for lts Inter¬ 
state operatlons. Bell', position was that a råturn of 
9.5i! should be allowed. However . after lengthy hearlngs 
tha Commisslon found and sp.cifiad 8.5-9.0% as tha "range 
of reasonableness" for tha forasaaabla futura. On tha 
basis of thls determlnation. Ball was allowed to fila naw 
,„d incraasad tariff ratas on an Interim basis conslstent 
ith such declsion but under an accountlna order and 
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sublect to such findings as the Commission should make 
in Phase II of the proceeding and in the still pending 
Docket No. 18128. Thus, the Commission retained juris- 
diction and control of the entire matter and the proceed¬ 
ing is still pending. Indeed, Phase II thereof is just 

getting ivnderway. 

7. In support of its new filings, Bell nov in 
effect says that economic conditions have changed and 
that the Commission^ 1972 rate of return determination 
is obsolete. Without any move whatever to reopen Phase I 
to receive such new data as it may have to offer in support 
of itsclaim for a higher allovable rate of return. Bell 
has unilaterally chosen to disregard the Commission’s 
ruling and has filed new rates designed to produce a return 
of from 10-1/2 to 11X--substantially greater than that even 
advanced by Bell in Phase I. Certainly the Commission is 
not power less to frustrate such a flagrant abuse of its 
processes. 

8. If Bell now feels that it requires a rate of 
return higher than that alloved by the Phase I decision. 
it vould seem that before taking the matter in its ovn 
hands bv filing new rates the proper procedure should have 
been for it to petition the Commission to reopen and recon- 
sider its rate of return determination vithin the framework 
of Docket No. 19129. a proceeding which is still open and 
should be the nropcr vehicle in which rhe issue of a 
rea sonahle rate of return should he determined. But Bell 
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apparent lv has little patienco with the Connission's 

processcs and appoars det ernlned to exact increascd 

revenues from lts users on the basis ot its own deternin- 

ations as to what rate of return and rate leveis are 

reasonable . UPI submits that it vould make a nockery of 

the Comnission's processes and render meaningless the 

entiro proceedings in Dock-et No. 19129, ineluding Phase II 

which is nov underway, if the newly filed rates vere 

allowed to become effective without a prior determination 

by the Coramission that the rate of return speeified in 

Docket No. 19129 should be modified and new filings per- 

mitted. Clearly, unless and until the Phase I determina- 

tion is modified, the unlavfulness of the current filings 

is clear and does not involve any disputed question of 

fact requiring a hearing. Consequently, we subnit that 

the Commission should declare such filings unlawful on 

their face and rejeet them. 

If the Commission should fail to rejeet 
the new tariff filings, it shouTd 
suspend the same for the full statutorv 
period and enter upon an exoeaited 
hearing as to their lawfulnoss . 

9. Inasmuch as the newly filed rates are on 

their face unlawful, they should be rejeeted by the 

Co mm i r, ■ l#o n as discussod above. If, however, they should 

not be rejeeted, then the public interest clearly requires 

that rhev he suspended for the maximum limit pernitted by 

lnw am' that the Commission enter upon an expedited 

-6- 
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i nve r. t . > , 

i. t it 

no hearing conccrninj' tue i r 1 aw i u lue.ss 

pur sua ni 

l o 

the provisions of bection 204 oi 

the 

Comrauni- 

c a tions 

t \ c *. . 





10, 

As he r et of ore ner. ti on ed, it is 

the 

pos it ion 


of UPI that the nagnitude of the filed rate increases is 
such as to make them unjust and unreasonable and hence 
unlawf ul. Insofar as UPI and other press users are 
concerned, this is especiallv so when the new rates are 
measured in connection vith the potential increases 
involved in the pending Hi-Lo tariff case. We further 
subnit that the new filings are unfairly discrininatory 
in favor of MTS and against private line business users 
such as UPI who will receive a flat across-the-board 7.8% 
increase in their private line charges, while through 
various structural changas Bell has offered MTS users a 
number of ways of minimizing the impact upon them. Indeed, 
Bell claims that the prices of about 30% of all calls will 
be lowered. If this is true, then no such opportunities 
are available to the private line user. Moreover, the new 
MTS rates involve discriminations in impact as against 
users such as UPI and other press users whose Interstate 
long distance calls made in the course of news gathering 
activities are predominantly short haul. Thus, wholly 
apart fron the matter of lawfulness under the Phase I 
decision, there are serious questlons as to whether the 
newly filed rates are otherwise lawful and are just and 
reasonahle and not unjustly or unreasonablv discriminatory. 







A. 388 


At the very least, they should he susperulod for the 
statutorv rnriod and he nade the suhjeet of investIRation 
if thev are not rejeeted. 

VHEP.EFORL, UPI respeetfully petitions the 
Contn i s s io n : 

(A) To find and deternine on the basis of the 
material filed with AT&T's letter of transmittal that in 
view of the Commission's Decision and Order in Phase I of 
Docket No. 19129 the tariff filinps are unlavful on their 
face and therefore raust be rejeeted. 

(B) To suspend the effective date thereof for 
the full statutory period if the Comtnission should not 
rejeet the tariff filings, enter upon an expedited inves- 
tigatlon and hearing as co their lawfulness, in uhich 
proceeding UPI shall be entitled to full participation as 
a party, and enter an accounting order in the event a 
decision is not reached within the suspension period. 

Respeetfully submitted. 

United Press tnternationa1, Inc. 

* By A. / _— 

John R. Baskin 
1956 Union Conmerce Building 
' Cleveland, Ohio 44115 
11 s / tornev 

Of Counse1: 

Baker, Hostetlcr & Patter son 
1956 Union Conmerce Building 
Cleveland, Ohio 44115 

Bauer, Hostetlcr, Frost 5 Towers 
r l 0 Bouchern li u i 1 d i n g 
'..'a s h 1 ngt o n , D. 0 . 20005 

< anu nrv 28 , 19 7 5 


_ j _ 
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BI-FORE THE 

F2DERAL COMMUNICATIONS COi-LlISSION 
Was liing»' >n D. 0. 


55 '' 


Rov. )rrj lo i; ho American Telephone ) 
&: V<:.le<n ,? J:;h Comoany Tariffs Humbers j 
fi ! SJ, Ro ■ and Ro3 Filed Under Trans- ) 
m 1 Nu mb e r i22^!l on Jar.uary 3, ) 


1975. 


) 


Dockefc No. 


OF 


FE T ITT. ON OF THE PEOPLE OF T HE _ST '■TE 
OF C ALIFO PNTA AND TRE P UBLIC UT I LIT I ES CONHISSION 
TH5 STATE'O? CALIFORNIA FOR SUS PENS! ON ArQ INVESTIGATION 


RICHARD D. GRAVSI-LE 
J. CALVIN SIMPSON 
RUFUS G. T1IAYER, JR. 

5066 State Bu 1 3.ding 
San Francisco, California 9^102 

Attorneys for the People of the State 
of California and the Public Utilities 
Commission of the State of California 


January 29, 1975 







1. Pursuant to Hule 1.773 (^7 CFR 1.773) of the Hules of 
Practice and Procedure (Rules) of the Federal Communications 
Commission (FCC), the People of the State of California and the 
Public Utilities Commission of the State of California (California) 
respectfully petltion for a suspension and an investlgation of 

the tariffs of the American Telephone and Telegraph Company 
(AT&T) filed on January 3, 1975» For an increase of $717,000,000 
in Interstate rates which become effective on March b, 1975, if 
not susper.ded.^ In support of such petition, California states: 

I. 

2. The Public Utilities Commission of the State of 
California is an administrative agency created and existing 
under the constitution and laws of the State of California. Among 
its duties, it exercises general regulatory supervision of tele¬ 
phone companies within the state of California, including super¬ 
vision of service and the rateB and charges of said companies. 

3. It is obligated to protect the people of the state 
who are customers of said companies.^ The General Counsel of 
the Public Utilities Commission of the State of California is 
authorized, under Section 307 of the California Public Utilities 

1/ On January 2b, 1975, a teiegraphic requesc for suspension 
and investlgation was made ln order to timely lodge 
California's Petition for Suspension. 

2/ California Constitution,' Article XII; California Public 
Utilities Code, Sectlons 216 and b^b. 
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’ c o irjVor/cny on beh.tlf of tho Fooplc of tho Stacc oi 
-i t i foi’rv^ and the Public Utilities Commis3ion of the otato 

halifor:-, 1 c . n c proceeding of thic nature. 

II. 

];. /./av" .aplication to increase interatate Liousago 

toli, wirlc-av-, •. t lophone and private-line charges by $ 717 , 000,000 
anr.ually is to become effective on ilarch ^4, 19/5» unlcso the 
associated tariffs filed on January 3, 1975 are cucpended. The 
oroposed rates fer ir.es sage toll telephone service v:ould change 
che toll rate patterns presently ir. effect and VJould result in 
an unlawful, unreasonable, and substantial increase in revenue 
requirements nccessitating an increase in intrastate rates of 
California telephone ratepayers in violation of Section 20l(b) 
of the Communications Act of 193^ (^7 USCA 20l(b)). Section 
20 l(b) declares in part that charges, practices, classifications 
and regulations in connection with communication Services that 
are unjust or unreasonable are unlawful. 

5 . The proposed rate increase would cause a transfer of 
Interstate revenue requirements to the intrastate cat.egory of 
approximately $30,000,000 annually for the California Bell 
System company. The Pacific Telephone and Telegraph Company 
(FT&T). Corresponding effects would occur relative to the 
independent telephone companies in California. 

6 . The adverse separatlons effect stems from the portion 
of the separatlons formula contair.ed in paragraph 23 .^Mb) of 
the Separatlons Manual, incorporated by reference at Part 67 

of the FCC Rules (*»7 CFR 67 ). This portion of the formula 
known as the Composite Station Rate (CSR) ratio is determined 
by relating the toll rate at the average length of haul for 
each state with the toll rate at the average nationwide length 


haul. 

7. For the year 1973, there were five states with CSR 
ratios below unity (1.00) and one state at unity. All other 
state 3 have CSR ratios above unity. It appears that most, if not 
all, Btate 3 with CSR ratios above unity will suffer a reduetion 
in this ratio with a conscqucnt shift in revenue requirement 
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fiMt.i Interstate to mtrnutatc jperations. The effect in 
California is to burdon 'le intrastate telephone user with 
-m .•'•'ii tional ^3'’, OC.i, ■ 0 in revenue requirernents. It .ls 
submittsd in this era of double-cUgit inflation with frequent- 
.Lj recu. r L g requests for intrastate telephone rate increaces, 
the shxfts of revenue requirernents that would result from the 
propoood ATccT ir.crease would cauae an intolerable and unr^aaon- 
able inqreace in intraatate rates for California ratepayers, 
and sitnilarly would adversely affect the intrastate rates of most 
other states with CSH ratios above unity. 

8 . It is submitted that the cori 3 equence of the pro- 
posed changes in toll rate patterns 1 b unreasonable and 
unlawful under Section 201 (b) of the Communications Act of 
193^ (^7 USCA 201(b )). 

III. 

9- In aadition to the foregoing, California asserts 
that if the proposed tariffs go into effect, the resulting 
rate increase would unlawfully discriminate against the 
California intrastate telephone ratepayer, in violation of 
Section 202(a) of the Communications Act of 1934 (Uj USCA 202(a)). 
Section 202(a) declarcs that unjust or unreasonable discrimi- 
nacion or preferences in charges, practices, classificatlons, 
regulations, facilities or Services in connection with com- 
munication Services are unlawful. 

10 . it is submitted that most, if not all, states with 
CSR ratios above unity will suffer a shift in their revenue 
requirernents from interstate to intrastate operations. The 
five states with CSR ratios below unity may benefit with a 
shift in revenue requirernents from intrastate to Interstate 
operations. California asserts that the effect of the pro¬ 
posed shift in revenue requirernents unlawfully discriminate 3 
againsi. states with CSR ratios above unity (the longer-haul 
• .epayers) relative to the preferences that may be received 

' the five states with CSR ratios below unity, the shorter- 
ris-ul ratepayers. 


3 . 
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11. California submits that the resu*t 7 f the oroooscd 
sluj-.. unrovonue requirements is unlawfully discriminatory 
i‘i • - i l ■- - ion i; ^cction 202 (a) of the Communications Ac. 

of (47 U3CA 2C2(a)). 

IV * 

12. The National Association of Regulatory Utility 
Coiiimissioners 1 (NARUC) oetition for separation chan-es 
filed m Decebber, 1973, has been directed by the FCC to be 
considered in Docke£ No. 20003. California supports the 
NARUC petition. If the proposed AT&T rate increase goes 
into effect on March 4, 1975 , the consequence would be a 
separations shift directly opposite to that requested by 
NARUC in its petition 

13. Therefore, if the AT&T-filed tariff should become 
effeccive on March 4, 1975 , action should be taken by the 
FCC to delay any change in separations as a result of the 
AT&T f iling pending the cutcome of a consideration of the 

directly opoosed separations positions of the AT&T and 
NARUC, 

V. 

14. Additicnally, California r A uests that the FCC ' 
order AT&T to submit the revenue requirements effects on 
each state as a result of its rate increase filmg. 

VI. 

15. It is submitted that the attempt by the AT&T to 
c ange toll rate patterns in its aoplication for a rate 

ncrease emphasises the need for an expeditious consideration 

DP ° J icat lons to separations manual procodures so as to appro- 

- ' y-!,n ify the calculation of seoaratlone factors bascd on 

Ne rate patterns now included in paragraph 23 . 444 (b) of the 
Rules, rart 67 . v ' 

16. if the petition for suspension and investigation 

mod f!*? 13 Sranted ' Cali fornia resoectfully requests that said 
cation to separations manual procedures be designated 
an issue m the 3uspension and investigation. If the 
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petit i. on Ls not grant 
alternative that tho 
said modification to 


ed, California raquestr. in the 

FCC order carly hearings to considcr 

separations manual procoduro3. 

VII. 


17 . California respeetfully notitions the FCC to 
issue an order of suspension and investigation of the 
revisiéns to the AT&T tariffs nuæbars 259, 260 and 263 
filed under transmittal number 12241 on January 3 , 1975 , 
to become ef feet i ve ilaroh 4, 1975 ?-nd to designate for 
hearing the unlawful effects of the proposed shift of the 
toll rate patterns in effect. 


18. California further respeetfully requests the 
FCC, if chis petition is granted, to designate as an issue 
modifications to separations manual procedure3, so as to 
approoriately modify the calculation of separations factors 
based on the rate patterns nov; ineluded in paragraph 23.444(b) 
of the Rules, Part 67 . 


19. California further petitions the FCC to order 
the AT&T to submit the revenue requirements effects on 
each state as a consequence of the proposed rate increaoc. 

20. The requested hearing should not be confined 
to the issueo requested to be designated herein, since 
other issues may arise v/hich will require resolution by 
the FCC. 

I 


5. 





















21. i f 

'his pstition for 

Ca L i forn 1 r ■ 

••.•upectful ly r oqucst 

■ ro! * ■ i r. ■■ • 

s .acify 1 ng that no 

11 be i 1 å' 

vz n result of the 

separation:. 

r.ar.uai changco have 


sus°cncion is nov. rranied, 
ts in the alternative that an 
hi f’.. ?n re venue roquircmcntc 
rate changeo unfcil possible 
becri crnoidored. 


Reopcctfully subm.it ted 


/s/ RICHARD D. CRAVELLE 


Richard D. Gravelle 
/s/ J. CALVIN SIMPSON 

J. Calvin Simpuon 
/s/ RUFUS G. THAYER, JR. 

Rufus G. Thayer, Jr. 

5066 State Buliding 
San Francisco, California 9*1102 


January 29, 1975 


Attorneys for the People of the State 
of California and the Public Utilitie 
Commission of the State of California 
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Befcvre the 

FED2RAL COK-KUFICATT0N3 CCWIISSI ON 
Yiachingtor., D. C. 2055*+ 


In the Katter of 

AKERICA11 TELEHIOHE AI ID TELEGRAPH 

ccmpahy, IjOiig lh:es departmeht 

Revisions of ATST Tariff F.C.C. 
Ho. 2oO, Private Line Services 

To: The Ccmmissicn 


) 

) 

) Trancnittal Ho. 12241 

) 

) 


KRRATJH TO PETITIOII TO REJECT TARIFF FIUT TG 
Page 2 of the Petition To Reject Tariff Filing svbmitted 
in the above matter by the Ad Hoc Telecommunications Ccomittee on 


January 28, 1975 contained an estimate that the aiumal bilis for 
private line Services of the five member companies would increase by 
an aggregate total of approximately $3 million. This figure, hovever, 
ineluded the estimated increases resulting from the proposed higher 
rates.not only for the private line Services but also KTS and VIATS. 
The estimated increase in the annual bilis of the five ccmpanies 
att.^utable to the proposed higher private line rates vill be 
approx Limte ly $1,890,OCX).00. 

Respectfully submitted, 

Ad Hoc Telecommunications Caanittee 


Datcd: January 31» 1975 


Bv 





jereniah Courtney 







Arthur Blooston 
Its Attorneys 
2120 L Street, N. W. 
Washington, D. C. 20037 
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BEFORE THE 


Iføheral ©aæosnko&røa <3matni23tmt 


In the Matter of 

American Telephone and Telegraph 
Co. Tariff Filing Seeking Increased 
Rates for Interstate Services S'et Forth 
in FCC Tariff Nos. 259, 260 and 263 

To: The Commission 


ERRATUM 


Transmittal No. 12241 


On January 28, 1975, Mutual Broadcasting System, Inc. filed 

a Petition for Suspension and Investigation of the above-captioned tariff 

filing of American Telephone and Telegraph Company. 

The last sentence in Paragraph 19 of MutuaPs Petition is in 

error. That sentence should read as follows: 

Mutual test results, however, which \vill be made available 
to the Commission or other interested parties on request, 
showed t,ain frequency response fluctuating on the average 
between +10db and -29db and signal to noise ratio averaging 
30db on program transmission lines serving its affiliate in 
Seattle, Washington. 

Respectfully submitted 


MUTUAL BROADCASTING SYSTEM, IN 




'cb run ry 4, 1975 


^ 9 ^ 


Richard A. Helmick 
Cohn and Marks 
1920 L Street, N. W. 
Washington, D. C. 20035 

Its Attorneys 
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Before the 

FEDERAL COMMUNICATIONS COMMISSION 
Washington, D.C. 20554 


In the Matter of ) 

) 

I AMERICAN TELEPHONE AND TELEGRAPH COMPANY,) 

LONG LINES DEPARTMENT ) 

) 

( Revisions of Tariff F.C.C. Nos. 263, ) Transmittal No. 12241 

259, and 260 Rates, Respectively, ) 

for Long Distance Message Telecom- ) 

munications Service, Wide Area Tele- ) 

communications Service and Private ) 

Line Service ) 


REFLY 


American Telephone and Telegraph Company (AT&T), pur- 
suant to Section 1.773(c) of the Commission's Rules, hereby 
replies as follows to the pleadings* requesting suspension and 
investigation, and in some cases also requestina cancellation, 


J - 

We are in receipt of petitions seeking suspension filed 
by the Council on Wage and Price Stability ("Council"); City 
of Chicago ("Chicago"); Executive Agencies of the United States 
("Executive Agencies"); Trial Staff of the Common Carrier 
Bureau in Docket No. 19129 ("Trial Staff"); Mutual Broadcasting 
System, Inc. ("Mutual"); Intermountain NetWork, Inc. ("IMN"); 

Data Transmission Co. ("Datran"); American Broadcasting Com- 
panies, Inc., CBS, Inc., National Broadcasting Company, Inc. 
("Networks"); National Data Corporation ("National Data"); 
Commonwealth of Pennsylvania ("Pennsylvania"); and State of 
California and Public Utilities Commission of California 
("California"). Ad Hoc Telecommunications Committee ("Ad Hoc 
Committee") requests rejection of the filing. Petitions seek¬ 
ing cancellation, rejection or withdrawal or, as alternative 
relief, suspension and investigation have been filed by Commodity 
News Services, Inc. ("CNS"); American Newspaper Publishers Asso¬ 
ciation ("ANPA"); Aeronautical Radio, Inc. ("ARINC"); Aerospace 
Industries Association of America, Inc. ("AIA"); Associated Press 
("AP"); Air Transportation of America ("ATA"); and United Press 
International, Inc. ("UPI"). 
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rejection or withdrawal*, of the above-captioned tariff revisions: 

1. On January 3, 1975, AT&T filed tariff revisions 
providing for increased charges for the Bell System's interstate 
Services, to be effective March 4, 1975. The data in support of 
the filing showed that these rate changes are urgently required 
in view of the impact that current economic conditions have had 
on Bell's costs of operations (including labor expenses) and 
cost of Capital. As detailed in the supporting data, there have 
been dramatic changes in financial and economic circumstances 
since the Commission's previous rate-of-return decision in 1972. 
The rate of inflation today far exceeds the 3 percent inflation 
rate of 1972; the current costs of long-term debt are substan- 
tially greater than the 7 1/4 to 7 1/2 percent level upon which 
the Commission premised its 1972 decision; Bell's embedded cost 
of debc has risen significantly above the 6 percent level of 1972; 
and the cost of attracting equity Capital has risen sharply in the 


The petitions of CNS, ANPA, ARINC, AIA, AP, ATA, and UPI im- 
properly combine requests for suspension and rejection in contra- 
vention of a ruling of the Chief, Common Carrier Bureau (see letter 
dated December 22, 1972 from the Chief, Common Carrier Bureau to 
Counsel for Independent Data Communications Manufacturers Associa¬ 
tion re AT&T Transmittal No. 11618). Because these alternative re¬ 
quests for relief were presented in the same document by each of 
these petitioners, we are including in this Reply our opposition to 
the rejection petitions as well as our response to the petitions to 
suspend. 
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| past two years.* It is significant that none of the petitions 
filed with respect to AT&T's tariff filinq dispute the fact 
| that economic conditions of today are materially different from 
those existing at the time of the Commission's 1972 decision. 

i & 

’ 2. In Part I of this Reply we will respond to the 

. petition for suspension submitted by the Council on Wage and 
Price Stability. Since in our discussion therein we review the 
inpact of present conditions on Bell's labor costs and on its 
cost of capital, the discussion in that part applies as well to 
other petitions seeking suspension. in Part II we will 
further respond to the su.pansion petition submitted by the 
Trial Staff in Docket 19129. In Part III we will respond to 
the petitions of tbe private line users and therein demonstrate 
that the petitions filed by certain users seeking rejection, can- 
cellation or withdrawal of the tariff filing are totally lacking 
in merit. The asserted grounds for rejection are flatly contrary 
to the statutory scheme of the Communications Act and have been 
expressly considered and denied in numerous iudicial and Commis- 
sion decisions set out and discussed below. In Part IV 
we will comment briefly on various points raised in certain 
other petitions to suspend. 


* Many of these changed financial circumstances are reviewed 

in the letter from Mr. Billingslev of AT&T to the Chairman of the 
Commission, dated January 3, 1975. For a more complete discussion 
of the impact of these current conditions on Bell's cost of capital, 
see Bell Statements 3, 4, and 5 .iled in suppo-t of the filinq. 
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I. Petition of the Council on Wage and 
Price Stability 

3. The Council's petition,* seeking suspension and 
investigation, acknowledges that AT&T's January 3, 1975 tariff 
filing demonstrates the need for increased interstate revenues, 
although the Council argues that the allowed increases should 
be "substantially less" than requested by AT&T (p. 3). In the 
Council's view, justification for current increases in interstate 
revenues should be related to increases in Bell System operating 
costs as well as increases in the cost of Bell System debt. 

4. The Council, however, substantially understates 
the magnitude of these increased cost elements. The recent 
labor settlement, reached in August and September 1974, has 
added a significant sum to the wage costs of the Bell System. 

The additional wage costs resulting from these agreements, plus 
associated benefit costs for all employees, have added an addi¬ 
tional $375 million to Bell's interstate operating expenses for 
1975 (Bell Statement 2, p. 13). Moreover, these added labor 
costs for the year 1975 do not refleet the full year's impact 
of increased wage costs which will rise again in August 1975 
pursuant to these agreements. Recognition of the full year's 
impact of the August 1975 wage increases means that the annual 


While there is serious question concerning the legal authority 
of the Council to participate in this matter (See P.L. 93-387, 88 
Stat. 750, sec. 3 (a)), we are nevertheless commenting on the 
points raised in the Council's petition. 



V 
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labor cost in 1975 for Bell's interstate operations would be about 
$525 million greater than it would be under wage levels as they 
existed in mid-1974 prior to these agreements. 

5. The Council also agrees in its petition t(pp. 3, 8) 
that increased interstate revenues are now justified to reflect 
the higher cost of Bell System embedded debt.* Bell's embedded 

> debt costs have risen from the 6 percent used by the Commission in 
its Phase I Deoision in 1972 to about 6.9 percent at the present 
time. The higher costs of Bell's embedded debt would justify a 
further increase in interstate revenues of about $158 million.** 

6. Thus, allowing only for tb. increased cost elements 
of Bell's labor costs and embedded cost of debt—which the Council 
concedes as appropriate—would justify an interstate revenue in¬ 
crease in the amount of $533 million to $683 million. 

% -— 

The Council acknowledges in this connection that the rate of 
return determined by the Commission for 1972 conditions of 8 1/2 to 
9 percent was based upon a Capital structure of 55 percent eguity 
and 45 percent debt with an embedded cost of debt of 6.1 percent 
(p. 8) (aetually the Commission found the embedded cost of debt 
to be 6 percent, 38 F.C.C.2d at 231). Moreover, the Council re- 
cognizes that when the Commission set this rate of return in 1972 
it did so in light of a current and anticipated cost of long-term 
debt of 7-1/4 to 7-1/2 percent (p. 8) . In dramati^. contrast Bell 
System long-term debt costs increased steadily, and in the last 6 
months of 1974 Bell's interest costs on its new long-term debt 
averaged over 9-1/2 percent. The Council concedes that the em¬ 
bedded cost of debt amounts to 6.8 percent (p. 8). In fact, Bell’s 
embedded cost of debt has increased to 6.9 percent at the end of 
January 1975. 

** This calculation is based on a 45 percent debt ratio applied 
to an increase in the embedded cost of debt in the amount of 0.„ 

' percentage point (i.e., from 6.0 to 6.9 percent). This increases 
Bell's overall return requirement by 0.405 percentage point. At 
$38.9 rillion revenues (bofore taxes) necessary to increase return 
by 0.1 percentage point (based on 1975 average net investment, 

Bell Statement 2, Att. A), the necessary increase to reflect the 
rise in einbedded cost of debt is $158 ntillion. A3 shown in the 
supporting data for the filing, it is likely that Bell's embedded 
cost o r debt will be at 7.0 percent at the end of 1975 (Bell 
Statement 5, p. 10 and Att. E). 
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7. The Council attempts to minimize the amount of the 
needed increase by calculatir.g the amount of increase from 8.2 
percent return to the level of 8-1/2 percent. Aside from the 
fact that the 8-1/2 percent return level was based on 1972 
economic and financia^. conditions (which are no longer applica- 
ble), the Council ignores that the Commission in 1972 set a 
range of return from 8-1/2 to 9 percent. The range was to prc- 
vide an incentive for the Bell System to improve its earnings 
through efficiency and productivity gains. 38 F.C.C.2d at 245. 

Were it not for the increased labor costs associated with the 
1974 settlement, Bell's interstate earnings would have been at 
that 9 percent level. The Council's use of the lower part of 
that range thus penalizes Bell for its efficiency and pro¬ 
ductivity improvements. 

8. Moreover, it is abundantly clear at the present 
time that the 8.17 percent view for 1975 interstate operating 
results (which was developed in the Fall of 1974) is much too 
optimistic in light of more recent economic forecasts. Interstate 

operating results for December 1974 turned out to be a full per- 

A 

centaae point lower than had initially been forecasted, and 
current estimates for 1975 economic conditions indicate a signi- 
ficantly greater downturn in business than had been predicted 
several months ago. Based upon forecasts for 1975 economic condi¬ 
tions (developed at year-enci 1974), Bell's view for 1975 interstate 
operating results, without rate relief, has been revised downward 
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I 



to 7.94 percent. The Bell System is now in the process of formu- 
lating a new 1975 view based upon more recent economic forecasts, 
and the preliminary indications are that the 1975 view will be 
even lower than 7.94 percent. But even on the basis of the view 
showing 7.94 percent, annual revenues would have to be increased 
in the amount of $412 million before Bell's interstate return 
would exceed the range allowed by the Commission in 1972.* And 
if allowance is made for the increase in the embedded cost of 
debt since 1972, revenues would have to be increased by $570 
million. 


9. But merely recognizing increased costs for labor 
and embedded debt is nct enough to refleet the substantial 
cost increases prevailing under current financial and economic con 
ditions. A basic error in the Council's petition is its failure 
to recognize the significant increase in the cost of Bell's equity 
Capital. We have no disagreement with the substance of the Coun¬ 
cil^ standard as to what constitutes a proper showing to support 
an increase in the rate level of Bell's interstate earnings. The 


pertinent standard the Council has enunciated is that: 

"an/ permitted increase in the rate level 
not exceed the level required both to meet 
the aetual costs incurred by the company 
and to perrait the company a just and rea- 
sonable rate of return on its investments 
in interstate operations" (Petition, pp. 


4-5) . 


■*- 

An increase of 1.06 percentage points(7.94 to 9.0 percent) 
at $18.9 million per 0.1 percentage point. 
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However, the Council's petition, in recognizing only increased 
operating and debt costs as justification for increased rates, 
is inconsistent with its own standard. This is so because the 
Council would deny a fair rate of return on the entire equity 
portion of the investment in interstate operations, which it 
recognizes amounts to more than half of the total interstate 
investment. 

10. It is AT&T's position, fully supported in its 
January 3, 1975 filing with the Commission, that there has been 

a substantial increase in the current cost of equity Capital 

« 

along with the dramatic increase in the cost of debt which has 
occurred since the Commission's 2.972 Phase I Decision in Docket 
19129. In its 1972 Decision the Commission recognized the rela- 
tionship between the current cost of long-term debt and the 
current cost of equity Capital,* and it premised its equity re¬ 
turn calculation on a 7-1/4 to 7-1/2 nercent cost of long-term 
debt "for the present, and in the immediately foreseeable future." 

(See 38 F.C.C.2d at 230-31.) Since then Bell's debt costs have 

v 

risen well above those l^vels. (See, e.g. , Bell Statement 5, 

Atts. C and D). In the past six months Eell's long-term debt 

*- 

For example, the Commission stated: 

"It is of course true that equity costs 
generally increase as debt costs increasé 
since debt is senior in claim on assets and 
incoir.e and the equity holder bears most of 
the risk of the business and requiree a higher 
return to compensate for such risk" (38 F.C.C. 

2d at 231). 









costs have ranged between 8.7 percent to over 10 percent 
substantially above the levels r-., -d upon by the Conunission 
in 1972.* Clearly, the curre: "'St . ell 's equity Capital 

has followed the sharp increase in I '- 1 's debt costs. 

11. The Council contends that the "recent easing in 
the Capital markets" and anticipated monetary policies will 
likely cause Bell’s current cost of long-term debt in the in- 
mediate future to be below that exoerienced in the recent past 
(p. 8). An examination of the materials underlying the tariff 
filing, however, shows that a continuation of the high interest 
rates prevalent in the latter part of 1974 was not the basis 
ior Bell's rate of return calculation.** Thus, Bell's equity 
return computation was bast d on an average cost of long-term 
debt of about 8-1/2 percent (Bell Statement 5, pp. 10, 18).*** 


The reference in the Council's petition (p. 8) to a recent 
Southwestern Bell issue seiling at less than 8 percent was one 
involving intermediate— not long-term— debt. 


** 


In his Statement, Dr. 0'Leary estimates that the prime 
rate could fall to 7 to 8 percent by mid-summer 1975, 
term debt costs could average about 8-1/2 percent in 1975 (Bell 
Statement 3, pp. 21, 23). 


*** 


The January 28, 1975 issue of $300 million of AT&T long¬ 
term debt cost about 8.7 percent, which is above that level. 
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12. The Council's petition recognizes that in view of 
Bell's current debt ratio "the Company's desire to raise addi- 
tional equity. is understandable" (p. 9) . But it is not enough 
merely to acknowiedge the current ~>oed of the Bell System to 
raise additional equity. It is bt ' serious argument that 
investors will be attracted to t ^uity only if they can obtain 
market returns substantially above rates available on more 
secure debt issues. (See Bell Statement No. 5, pp. 17-19). In 
a period when longer-term inflationary expectations are 6 percent 
or higher and interest rates on long-term bonds are likely to 
average 8-1/2 percent or higher, applying even the most minimal 
historie spreads indicates that investors require equity market 
returns today of 12-3/4 to 13—1/2 percent (thus requiring 13-1/2 
to 14-1/2 percent on book investment) ( Id. at 17-25). The Coun¬ 
cil^ filing ignores these facts entirely and their adverse im- 
plications for any new issue of AY&T common stock while its return 
on existing equity is at its current depressed level. 

13. The Council conjectures that "there may be consid- 
erable leeway for debt financing without serious downgrading of 
bond ratings" (Petition, p. 9). In even suggesting the possibility 
of such a course of action, the Council ignores the inquiry into 
debt ratio in Phase I of Docket 19129 where the Commission re- 
jeeted attempts to force the Bell System to a debt ratio higher 
than 45 percent — a figure which has already been exceeded because 
of Bell's inability to issue significant amounts of new common 


i» 

I* 












' 
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equity on terms fair to existing investors (38 F.C.C.2d at 234).* 
Events since the Commission’s 1972 decision have emphasized with 
new and compelling force the need for % company and lts regula¬ 
tors to resist any course that could seriously jeopardize the 
quality rating of a utility's debt securities. In view of re- 
cent events, suggestions that a utility should be deprivedof a 
fair equity return because it may have "leeway" to seil more 
debt should be eniphatically rejected as not merely unfair to 
existing investors but also perilous to the public which de- 

pends apon the utility’s Services. 

14. The position which the Council appears to favor 
although it offers no analysis or supporting documentation for it 
is for the Bell System to issue "common, preferred, and bonds in 
carefully timed and proportioned amounts without reference to 
the ratio between market and book values" (Petition, pp. 9-10). 
The Council’s position, however, is economically unsound and 
directly contrary to principles enunciated by this Commissicn. 

In its 1972 Phase I Decision the Commission recognized th - im 
portance of achieving a market price above book value in order 
to attract Capital on terms fair to existing shareholders, and 
the Commission stated its expectation that the equity return it 

Moreover, the Council ignores the urgent need to improve 
the quality rating of Bell’s debt (Bell Statement 5, p. 26). 


/ 
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was then allowing would permit Bell to issue stock on such 
terms. (38 F.C.C.2d at 234-35.) The improved market/book 
relationship desired and anticipated by the Commission has 
not materialized. Indeed the market/book relationship is even 
worse today than when the Commission adopted its Decision in 
1972 (see Bell Statement 5, Att. A). 

15. The only solution to the Bell System's need to 
issue additional common stock is to be allowed to increase its 
equity earnings to a level sufficient to attract new equity in¬ 
vestment on sound terms. There is nothing in the Council's 
petition which seriously questions the position fully set out 
in AT&T's January 3, 1975 filing with the Commission that Bell's 
return on equity must be substantially increased to reflect cur- 
rent financial conditions. 

16. The Council is in general agreement with the princi- 
ples underlying the proposed changes in rate structure as dis- 
tinguished from rate level . The Council expresses the view that 
the "modification of the rate structure along the lines proposed 
by AT&T ... may well be desirable" (Petition, p. 3). It also 
notes that these structural revisions lead to substantial cost 
savings, which is a "further desirable result" (p. 12). We do 
not disagree with the Council's request that the Commission in- 
quire fully into the new rate structure. We would expect the 
Commission to do that, as it has in the past. Indeed, in Phase 
II of Docket 19129 there is currently underway an investigation 
of the MTS rate structure, as the Council requests. 
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17. The Council does not support its stated concern 
that the new MTS rate structure may cause hardship to segments 
of the business community (such as small and intennediate-sized 
businesses) or that it "might result in substantial dislocations 
in various areas of the economy" (Petition, p. 12). We are con- 
fident that no such results will ensue from the new rate struc¬ 
ture. In this respect the Council focuse.-i on the increases for 
calls requiring operator assistance, which it does not question 
are much more labor-intensive and have been subject to substan¬ 
tial cost increases. Such operator assisted calls, however, 
represent the smaller proportion of MTS traffic. The Council 
neglects to recognize the significant benefits to business users 
arising from the establishment of a one-minute initial period 
for all customer dialed station calls, which represent the bulk 
of MTS use. Business users will particularly benefit from this 
new one-minute initial period schedule, which results in lower 
charges than at present for most customer dialed calls of one 
or two minutes. About 26 percent of interstate station messages 
dialed by business customers have a duration of one minute or 
less, and another 18 percent of such business messages are one to 
two minutes. Thus, with 44 percent of such business messages 
having a duration of two minutes or less, the new schedule pro- 
vides lower rates for a significant portioh of business users 
with no change in calling habits, and provides to all the oppor- 
tunity for lower charges through a change in calling patterns to 
adapt to the new rate structure. 


















18. The Council urges that the filed modifications in 
the MTS rate structure should be subject to a "program for phasing 
the changes" (p. 12). The Council fails to recognize that many 

of the structural changes designed to reflect the more costly 
elements of the MTS rate schedule have already been subject to 
"phasing” over the past 12 years. Thus, in 1963 (when other 
rates were being reduced) the rates for many person-to-person 
calls were increased to recognize their greater costs, and this 
pattern was followed in rate changes in ensuing years (such as in 
1971 and 1973). Similarly, calls of shorter mileages have been 
increased in phases over the years in order to minimize the cus- 
tomer impact while permitting the charges for such calls to come 
closer to covering the relevant costs. And in 1970, (when other 
rates were reduced) and in 1971 and 1973, charges for operator 
assisted station cal?s (credit calls and collect calls, for 
example) were increased to recognize their cost differentials. 

There has, in short, been a phasing of these structural changes 
over the years, and in this regard the 1975 filing continues 
that program. 

19. The filed MTS structural re/isions are designed to 
improve the efficiency and productivity of the network by placing 
major increases on peak traffic and on the more costly rate ele¬ 
ments (e.g., short haul calls and operator assisted calls). At 
the same time the schedule is designed to give customers low cost 
options Bach as through the one-minute initial period and pro- 
viding rate incentives for off-peak traffic at nights and weekends. 

I 


* 
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These objectives promote the national policies of fighting in- 
flation and encouraging productivity gains. To delay the im- 
plementation of these revisions by "phasing," as the Council 
suggests, would contravene these bjectives. 

20» Lastly, in connect^on with the Council's petition, 
we must note that AT&T's present rate increase should be con- 
sidered against the background of the Bell System's remarkable 
price performance over the years in the face of the continuing 
and increasing inflation elsewhere in the economy. As we 
pointed out when this filing was submitted to the Commission, 
this is only the second time since 1953 that AT&T has found it 
necessary to seek a general increase in interstate rates. Even 
with this 1975 increase, interstate rates will be at the same 
level as in 1953, while the Consumer Price Index is now more 
than 93 percent over its 1953 level. Since 1965 Bell's wages 
have increased 78 percent, the cost of its telephone plant and 
equipment is up 60 percent, and the CPI is up 63 percent, while 
with this rate increase Bell's interstate rates will be only 
7 percent higher than in 1965. Since the last increase in 
interstate rates two years ago, the Consumer Price Index has 
risen well over 20 percent. These facts demonstrate that the 
Bell Sytem has had an exemplary record of resisting the infla- 
tionary trends in the economy over the years. 
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II. Petition of the Trial Staff 
21. In its petition to suspend (pp. 2-3) the Trial 
Staff in Docket 19129 introduces some one-sided contentions 
contained in its forthcoming case in Phase II of that proceeding 
with respect to Bell's operating expenses and plant investment. 
These are merely allegations by the Trial Staff, the bulk of 
which have not as yet been introduced into evidence, much less 
subjected to cross—examination and rebuttal.* These matters will 
be resolved through hearing and decision in Phase II. We be- 
lieve that the record in that proceeding will demonstrate that 
the Trial Staff's contentions are entirely unfounded and that 
Bell's operating expenses and investment are reasonable and 
prudent. 


Mr. Dreher is the only witness cited by the Trial Staff in 
-his regard whose testimony has even been introduced into 
lence in Phase II. This testimony is still sub^ect to rebuttal. 
[t should be noted that the Trial Staff itself in that proceeding 
ias disclaimed that it was adopting as its own the 
3 f Mr. Dreher (see Tr. 16155 in Phase II, Docket 19129). u 
nore. Mr. Dreher conceded on cross-examination that he was not 
proposing any retroactive adjustments to past periods such as 
1973 (see, elg., Tr. 16195, 16287). And even the figure cited in 
the Trial Staff's petition (p. 3) as to a reduction in pension 
costs is not confined to Bell's Interstate operation but applies 
to all of Bell's operations (of which only about 30 percent is 
interstate). 

The proferred submissions by witnesses Mina and Lipske have 
not been introduced into evidence. It should also be noted that 
Mr. Lipske's submission does not propose a specific disallowance 
but only recommends further investigation of the deprecia lon 
reserve. And the figure cited in the Trial Staff s petition as 
to Mr. Lipske's proposal is not confined to Bell s Interstate 
operations but relates to all of Bell's operations. 
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22. The Trial Staffs petition (p. 3) points to cer- 
tain recent annooncements concerning reductions in Bell’s 1975 
I construction program and in its work force. While it is true 
that in view of the current business downturn Bell has reduced 
the size of its 1975 construction program to. somewhat below 
the $10 1/2 billion level that had been initially ar.ticipated, 
this circumstance does not obviate the need to attract substantial 
amounts of new Capital in the years ahead (about $3.3 billion in 
1975). In order to attract such Capital in the highly competitive 

money markets, Bell must be allowed to earn at levels commensurate 

# 

with today's economic realities. Moreover, whatever reductions 
in Bell's work force that may be required by current business 
conditions will be reflected in the updated interstate earnings 
view for 1975, which refleet a lower rate of return than had 
been first determined (see para. 8, ^upra ). 

23. Relying on results obtained under one method of 
Bell's fully distributed cost (FDC) material submitted with the 
f iling in compliance with the Commission's rules,* the Trial 


r - 

The Trial Staff cites only Method 1 of these FDC results and 
ignores the data under the other FDC methods. As we showed in the 
Docket 18128 proceeding, the Method 1 results present the most 
distorted representation of historical costs applicable to a ser¬ 
vice category (see, e.g. , Bell's Proposed Findings in Docket 18128 
paras. 234-41). 
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Staff alleges that MTS is "subsidizing" other interstate Ser¬ 
vices. The Trial Staff suggests a statutory suspension and 
investigation of the MTS rates but an immedia^e effective date 

for increasing the other rates (p. 5). (In contrast, see the 
submissions of the private line users who object to increases 

in private line rates, infra, paras. 25-61) . The filed rate 
increases for all Services, designed to increase the revenue 
levels for all the principal service categories on a propor- 
tionate basis, should all be put into effect on the filed 
effective date in order to provide urgently needed additional 
revenues. Moreover, to adopt the FDC standard advocated by 
the Trial Staff would be a manifest prejudgment of the complex 
issues in ^ocket 18128. Bell's position as to the deficiencies # 
of FDC as a costing and ratemaking standard have been fully set 
forth in the record in that proceeding (see, e.g. , Bell's Pro- 
posed Findings in Docket 18128, paras. 64-66, 89-94, 248-269). 

These are issues yet to be decided by the Commission in the con- 
text of the massive record in Docket 18128. On a number of cc- 
casions the Commission has repeatedly emphasized that the appropri- 
ateness of FDC as a cost standard for ratemaking has not yet 
been resolved. See, e.g. , 18 F.C.C.2d 761, 763; 23 F.C.C. 2d 
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503, 508-09; 25 F.C.C.2nd 957, 967; 29 F.C.C.2d 870, 916.* 

24. The Trial Staff also attaches excerpts from the 
testimony of Dr. Melody in Phase II of Docket 19129.** Again, it 
should be pointed out that these are matters yet to be resolved in 
1 that proceeding. Rebuttal to Dr. Melody's contentions about the 
MTS rate structure and the supporting cost data has yet to be 
submitted. We believe that any investigation of the newly filed 
MTS rate revisions, either in Docket 19129 or in any other pro¬ 
ceeding the Commission may order, will demonstrate that these 
MTS changes are sound and fully supported. 


w 

The Commission stated, for example, that it has not reached 
"any conclusion, at this time, as to the weight, if any, that should 
be accorded to either or both of these factors [FDC and long-run 
incremental costs] in fixing rates for a specific service (18 
F.C.C.2d at 763). The Commission denied that it has prejudged 
the issue as to what type of costs will be used for determining 
the lawfulness of existing rate levels and rate structures, noting 
that "[w]e have not determined that such [historical] costs are 
the proper indication of [interservice] burden" and that [w]e will 
consider any and all demonstrations of cost that can^be used to 
determine whether such burden does or does not exist (23 F.C.C.2d 
at 508-09). These pronouncements, as well as several others, have 
made it abundantly clear that the Commission is not wedded to the 
FDC cfriterion and that it has yet to resolve whether, cr to what 
degree, FDC estimates enter into the ratemaking process. 

** It should al<--o be noted that in that proceeding the Trial 
Staff expressly disolaimed it was fully adopting Dr. Melody s 
views (Tr. 16370). 
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III. Petitions of the Private 
Line Users_ __ 


25. Most of the petitions herein were submitted by 
various user groups, whose interest is primarily in the level 
of private line rates. These petitioners represent certain news- 
paper and press interests (CNS, ANPA, AP, and UPI), radio broad- 
casters (Networks, Mutual, and IMN), and other large communica¬ 
tions users (ATA, ARINC, AIA, Executive Agencies, and Ad Hoc 
Committee). As noted above (para. 23) , the Trial Staff urges 
that the private line rate increases should immediately be put 
into effect. The private line users, however, seek suspension 
of the rate changes for the maximum period, contending that such 
increases would have a substantial impact on the specific Services 
they use ( e.g. , Networks, p. 4; Mutual, p. 15; IMN, p. 3; ATA, 
p. 6). The interests of these users can be fully protected by an 
accounting order without the maximum suspension period. On the 
other hand, a suspension would irrevocably deny AT&T urgentlv 
needed rate relief during the suspension period. As fully docu- 
mented in the material submitted with the tariff filing ( e.g. , 

Bell Statements 1-5) and reviewed herein ( e.g. , paras. 3-15), 
Bell's interstate earnings are plainly inadequate under current 
conditions and immediate rate relief is required to permit Bell 
to achieve that level of earnings necessary to attract Capital and 
preserve its financial integrity. 


* While certain of these petitioners ( e.g. , ANPA) are also users 
of MTS and WATS, the private line Services constitute the bulk of 
their communications use. 
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1. The Relief Sought In The Petitions lb 
Reject Would Contravene The Express 
Statutory Scheme Of The Communications 
Act. __ 

26. Certain petitioners (CNS, ANPA, ARINC, AIA, AP, 
ATA, UPI and Ad Hoc Committee) further ask the Commission to 
reject, cancel, or postpone all or part of AT&T's tariff filing 
without even affording Bell the opportunity for hearing and 

without making findings as to the lawfulness of the rates on the 

. * 

basis of an evidentiary record. These petitioners would there- 
by have the Commission depart from the explicit statutory scheme 
of regulation in the Communications Act that allows a carrier to 
make rate changes until and unless the Commission holds heafings 
and finds the rates unlawful. 47 U.S.C. §§203-04. 

27. This fundamental principle of carrier-initiated 
rates was most recently affirmed in American Telephone & Tele¬ 
graph Co. v. FCC, 437 F.2d 864, 871 (2d Cir. 1973), where the 
Court of Appeals for the Second Circuit stated at the outset of 
its opinion that: "The Communications Act of 1934 . . . does 
not require carriers to obtain the approval of the Commission 
before making changes in their rates." The Court then held 
squarely that the Commission has no authority to prevent carrier- 
initi^ted rates from taking effect unless the Commission has pre- 
viously prescribed rates under Section 205 of the Act, or unless, 
within the time required for notice under Section 203 and suspen- 


ATA seeks cancellation, withdrawal, or postponement only of 
the TELPAK portion of the interstate rate increasp. (See ATA 
pp. 3, 26-27). 
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S1 ° n ur,der Section 204, the Coiranission has found the newly-fUed 

rates unlawful. 487 F.2d at 87 l -72.* The court reasoned: 

"[I]t is abundantly clear to us that the 
statutory scheme of the Communications 

i£V e £ lecta the realiza ti°n of Congress 
that when a carrier is prevented from 
placing in effect new rate increases it 
may suffer irreparable loss which in turn 
may impede the provision of adequate ser¬ 
vice during a period of rising costs " 

( Id. at 873-74) . 

28. in arriving at this conclusion, the Court of Appeals 
reviewed decisions of the Supreme Court holding that the provisions 
of regulatory statutes relating to the suspension, effective date, 
investigation and possible refund of carrier-initiated rates repre- 
sent Congress' careful balance of competing interests and must not 
be upset by either courts or agencies. In Arrow Transportation 
— v. Southern Raiiway Co., 372 U.S. 658, 668 (1963), for example, 
the Court interpreted provisions of the Interstate Commerce Act 
that are virtually identical to Section 204 of the Communications 
Act, and concluded that, by writing a uniform regulatory procedure 
into the Act, "Congress meant to foreclose a judicial power to 
mterfere "ith the ti ming of rate changes ..." (emphasis by the 
Court). in United States v. Students Challengina Regulatory 
Ag ency Procedures (SCRAP) , 412 U.S. 669, 697 (1973), the Court 


a £eJr?nris S foCnd tari£fS without 

W&LSZ ^ i • ££} ’ffi. 2 ”p«: 

quirements of Sectioi M^ and 20?" bi cI ^venrThe-?fr- 

contained in tariffs and the thirty day?’ 
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found in these same provisions a "careful accommodation of the 

various interests involved:" 

"The suspension period was limited as 
to time to prevent excessive harm to 
the carriers, for the revenues lost 
during that period could not be re- 
couped from the shippers. On the other 
hand, Congress was aware that if the 
Commission did not act within the 
suspension period, then the new rates 
would automatically go into effect and 
the [consumer] would have to pay in- 
creased rates that might eventually be 
found unlawful. To mitigate this loss. 

Congress authorized the Commission to 
require the carriers to keep detailed 
accounts and eventually repay the in- 
creased rates if found unlawful. To 
allow judicial suspension [of carrier- 
made rate increases.1 would disturb this 
careful balance of interests." (emphasis 
supplied). 

29. Certain petitioners, however, are trying to alter 
this explicit statutory scheme by having the Commission cancel or 
reject AT&T's tariff filing without an evidentiary hearing. They 
would thus deny the carrier its right to place ircreased rates in 
effect if the Commission has not adjudged the carrier's claim to 
higher earnings within the time provided for notice and suspension. 
Petitioners claim justification for such extraordinary action on 
the grounds th (1) AT&T's present rates were somehow prescribed 

by the Commission's 1972 Phase I Decision in Docket 19129, and 
under Section 205 of the Act, AT&T cannot file rates producing 
higher earnings without the Commission's prior permission; (2) 

ATSrT' s tariff filing is unlawful on its face; and (3) the material 
submitted in support of AT&T’s tariff filing does not comply with 
the Commission's rules. For the reasons set forth below, none of 
these constitutes grounds for rejecting the tariff filing. 
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2. The Commission Did Not By Its 

Phase I Decision Prescribe Bell's 
Present Interstate Rates. _ 

30. As certain of the petitioners recognize, Section 
205 of the Communications Act empowers the Commission only after 
full opportunity for hearing" to prescribe a carrier's rates and 

to order that the carrier shall not thereafter place in effect any 

* 

rates "other than the charge so prescribed." 47 U.S.C. §205. 

Thus, AIA argues, for example, that AT&T's present rates are "agency 
made rates," that in Phase I of Docket 19129 the Commission "pre¬ 
scribed rates" based on its rate of return finding, and that AT&T 
must therefore seek the Commission's special permission before 
filing rates designed to produce an increased rate of return 
(AIA, pp. 11, 12, 18; see also ANPA, pp. 13-14; Ad Hoc Comm., 
pp. 4-6). 


* Section 205 provides, in relevant part: 

"Whenever, after full opportunity for hear¬ 
ing, . . . the Commission shall be of the 

opinion that any charge . . . of any carrier 
or carriers is or will be in violation of 
any of the provisions of this chapter, the 
Commission is autnorized and empowered to 
determine and prescribe what will be the just 
and reasonable charge or the maximum or mini¬ 
mum, or maximum and minimum charge or charges 
to be thereafter observed . . . and to make 
an order that the carrier . . . shall not 
thereafter publish, demand, or collect any 
charge other than the charge so prescribed, 
or in excess of the maximum or less than the 
minimum so prescribed. ..." 
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31 . The ordering paragraphs of the Commission s 
Phase I Decision did not, however, prescribe AT&T's rates and 
did not order the carrier to thereafter refrain from charging 
rates different from those that were subsequently filed to 
raise Bell's interstate rate of return level. 38 F.C.C. 2d 213, 
251 (1972).* Rather, the Commission acknowledged that the tariff 
changes filed by Bell in response to the Phase Decision were 
carrier-made rates, noting that the choices of the particular 
rate elements to be increased were made entirely by Bell. 38 
F.C.C. 2d 984, 987 (1973). The Commission's review of these 
rates and its order on January 12, 1973 (38 F.C.C.2d 984), 
granting permission to file the rates was not, as some peti- 
tioners suggest, for the purpose of prescribing the rates. 

( E.g. , Ad Hoc Comm., pp. 5-6; ANPA, p. 12). The Commission■s 
examination of the rate proposals was to aid in the exercise of 
its discretionary suspension and investigatory powers, see 
American Farm Lines v. Black Ball F reight Service, 397 U.S. 532, 
538-39 (1970); Associated Press v. FCC , 448 F.2d 1095, 1104 (D.C. 
Cir. 1971); and further, to grant AT&T permission to file under 


The Phase I Decision stands in sharp contrast to the ex- 
plicit language the Commission has used on other occasions when 
it has actually prescribed rates pursuant to Section 205. In 
Western Uni->n Telegraph Co . , 27 F..C.C.2d 5-5, 549 (1971), 
example, the Comission ordered: 

"[T]he rates for Telex Service and Public Message Tele- 
qraph Service presently contained in the tariffs of 
Western Union are PRESCRIBED by the Commission as the 
maximum reasonable rates for such Services under Section 
205 or the Communications Act, and no increase in suc 
ratss shall be made effective without prior permission 
of the Commission." 
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the Commission's then-effective special permission requirement. 

See 33 F.C.C.2d 522, 525 (1972).* 

31. From the outset of Docket 19129 the Commission has 

made it clear that none of the rates under investigation have been 

\ 

"prescribed" pursuant to Section 205. When it instituted the 

investigation, the Commission described as one of its purposes to 

% 

determine "whether the Commission should prescribe just and 
reasonable charges . . . and, if so, what charges should be pre¬ 

scribed." 27 F.C.C.2d 151, 162. The Commission's Phase I Decision 
did not mark the end of the investigation, and thus, the Commission 
cannot yet have decided whether or what rates to prescribe. 

32. Indeed, the Commission has,repeatedly emphasized that 
rates filed by Bell to implement the Commission’s rate of return 
determination in Phase I of Docket 19129 are carrier-initiated 
rates and are subject to further Commission investigation as to 
their lawfulness and possible refund under Section 204 of the Act. 
See, e.g. , 30 F.C.C.2d at 504; 38 F.C.C.2d at 246, 251; 38 F.C.C.2d 
at 985-87. 

34. Since prescribed rates would be protected from refund 
under the doctrine of Arizona Grocery Co. v. Atchison, Topeka & 
Santa Fe Ry. , 284 U.S. 370, 390 (1932), the continuation of Bell's 

__ 

The Commission's special permission rule was subsequently 
held unlawful in American Telephone & Telegraph Co. v. FCC , 

487 F.2d 865 (2d Cir. 1973), on grounds that it effectively 
resulted in an invalid prescription of Bell's rates. See our 
discussion at pp. 36-37, infra . 
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contingent refund obligation for all the rates under investigation 
in Docket 19129 is flatly inconsistent with any prescription of 
rates in the Conunission' s Phase I Decision.* 

35. In circumstances strikingly similar to the present 
situation, the Conunission held that it had not prescribed rates 
when it found in Docket 16258 that Bell’s earnings exceeded the 
then allowable 7.0-7.5 percent range and ordered Bell to file 
rate reductions to bring its rate of rei urn within that range. 

12 F.C.C. 2d 833 (1967). The Conunission held that AT&T’s filing 
pursuant to the Conunission's rate of return decision in Docket 
16258, the Conunission's review of data supporting the tariff re- 
visions made at the conclusion of its rate of return binding, and 
its decision concerning suspension and investigation do not con- 
stitute approval or prescription of such schedules." (Id- 
834-)** Thus, neither the Conunission' s past regulation of Bell s 


* 

As evidence of prescription in Docket 19129, some peti- 
tioners point to the portion of the Conunission' s Phase I order 
that cancelled rates designed to produce a 9.5 percent return 
on Bell's interstate operations. (ANPA, p. 12; AIA, p. 3; Ad 
Hoc Comm., p. 3). These petitioners fail to recognize, however, 
that when the Conunission determrnes charges to be unlawful, it 
can either order the unlawful charges ended or prescribe lawful 
charges pursuant to Section 205 of the Act. These are two sepa¬ 
rate and distinct powers of the Conunission and a decision to 
order unlawful charges removed is not the equivalent of pre- 
scribing lawful charges, even if the Conunission knew to a cer 
tainty what AT&T would do if given a free hand' to remedy the 
unlawfulness. National Association of Motor Bus Owners v. FCC , 
460 F.2d 561, 566 (1972); see also 32 F.C.C.2d 619, 622 (1971). 

** in Public Utilities Conunission v. United States , 356 F.2d 
236 (9th Cir.), cert. denied , 385 U.S. 816 (1966), the Conunis¬ 
sion was held not to have prescribed rates when, as a result 
of the Conunission's continuing surveillance of Bell's earnings, 
Bell agreed to file rate reductions that would decrease inter¬ 
state earnings by about $100 million. 



earnings nor the Commission's orders in Docket 19129 support 
petitioners' contention that Bell's present interstate rates were 
prescribed in the Commission's Phase I Decision pursuant to Section 
205 of the Act. 

36. The Coitunission' s Phase I Decision could not, in any 
event, constitute a valid prescription of rates. Section 205 re- 
quires that a carrier be afforded "full opportunity for hearing" 
before its rates can be prescribed, but Phase I of Docket 19129 
was limited to the question of what overall return was fair for 
Bell's interstate operations. The Commission did not consider, 
for example, what investment base that percentage return is pro- 
perly applied to in arriving at the ultimate interstate revenue 
requirement. Bell conterds in Phase II that the capital employed 
in its interstate operations is considerably greater than the rate 
base used in formulating the interim rate increase following Phase 
I. Therefore, prescription of rates at their level following the 
Phase I rate increases would deny Bell its opportunity to show 
that such rates fall short of producing Bell's full revenue re¬ 
quirement, even at an 8.5-9.0 percent earnings level. 

37. In addition, the Phase I Decision cannot be a valid 
prescription of rates because the Commission did not make the 
requisite finding under Section 205 that the rates filed by Bell 
were "just and reasonable." The Court of App^-t ls for the Second 
Circuit held in A merican Telephone & Telegraph Co. v. FCC, 449 
F.2d 439, 450 (2d Cir. 1971): 




V 
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"The Commission's authority to prescribe 
rates and pratices is derived froir. §205 (a) 
of the Communications Act. That authority 
is not unlimited .... [T]o prescribe 
a rate [the Commission] must find that the 
rate is 'just and reasonable.' Valid find¬ 
ings of this kind are therefore essential 
1 to any exercise by the Commission of its 

authority under §205 (a)."(Emphasis supplied.) 

r 

► The Court emphasized the requirement of explicit findings "in 

the terms of the statute"( id. at 450-51): 

"[T]he absence of a basic or jurisdic- 
tional finding of the kind here involved 
cannot be justified on the ground that 
some other and different finding by in- 
ference or implication meets the statu- 
tory standard." 

Thus, the Court of Appeals found that the Commission's refusal to 
make "the essential statutory finding [s]" required by Section 205 
had rendered invalid the Commission's attempted prescription of 
AT&T's rates and practices. 449 F.2d at 450. 

38. The Commission has similarly refused to make such 
findings with respect to AT&T's rates in Phase I of Docket 19129, 
stating expressly that "we [the Commission] did not find as a 
matter of law that [AT&T's] new rate schedules were just, reason¬ 
able and free of undue discrimination within the meaning of 
Sections 201-202 of the Communications Act, and we specifically 
reserved the resolution of all such questions to further hearings. 
42 F.C.C.2d 293, 301 (1973). Petitioners cannot, therefore, 

support their clairts that the Commission somehow prescribed rates 
in its Phase I Decision by determining only Bell's allowable 

interstate rate of return for 1972. Since the Commission did 
not make the findings required by Section 205, its Phase I 
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order is not a prescription of Bell's _ iterstate rates. 

39. In making its argument that the Commission had 
prescribed rates within the meaning of Section 205, AIA con- 
tends that the Commission had in its 1972 decision "prescribed" 
a rate of return and that AT&T is thus barred from filing rates 
which exceed such return ( e.g. , AIA, p. 16). The language of 
Section 205, however, refers to the prescription of a "charge" 
or "charges" and there is no statutory language that refers to 
prescribing a rate of return.* The statutory language of charge 
refers to the prescription of specific rates for a carrier's 
service. See American Telephone & Telegraph Co. v. FCC, supra. 
449 F.2d at 450. 


T 

Ad Hoc Committee cites a phrase from the Commission's 
opinion on reconsideration of its Phase I Decision referr- 
ing to a prescription of 8.5-9.0 percent as the range of 
reasonableness for AT&T's interstate return. Ad Hoc Comm., 
p. 4; 42 F.C.C.2d 293, 300 (1973). Read in the context of 
the Commission's entire opinion, it is clear that the Commis¬ 
sion was determining AT&T's allowable rate of return under 1972 
economic conditions and not prescribing prospective "charges" 
within the meaning of Section 205 of the Act. The Commission 
recognized that the rates filed by AT&T after the Phase I 
Decision were carrier-initiated and not agency-made rates, 
expressly refusing to find the rates "just, reasonable and 
free of undue discrimination" under Sections201-202 of the 
Act, and it continued AT&T's contingent refund liability for 
the rates which is itself inconsistent with having prescribed 
lawful rates under Section 205. 42 F.C.C.2d at 301. 
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40. In its 1972 Decision in Phase I of Docket 19129 
the Commission made it clear that its finding was the rate of 
return that "Bell should be permitted to earn on its inter- 
state operations a_t this time." 38 F.C.C.2d 213, 245 (1972) 
(emphasis supplied). The Commission explained that its de- 
termination represented the rate of return "warranted under 
current and immediately foreseeable economic and financial 
circumstances for Bell's interstate and foreign communications 
Services." Id. at 227. 

41. None of the petitioners controvert the fact that 
there have been dranatic changes in financial and economic 
conditions since the Commission's 1972 decision. The signi- 
ficant changes that have substantially increased Bell's cost 
of capital have been fully documented in the supporting ma¬ 
terials submitted with the tariff filing. See, e.g., Bell 
Statements 3, 4, and 5. For example, as noted above (para. 

9), the Commission based its rate of return finding on a 
current cost of long-term debt of 7 1/4 to 7 1/2 percent 
(38 F.C.C.2d at 230-31). In the past year Bell's long-term 
debt costs have ranged from 8.7 to over 10 percent (see paras. 
10, 11, supra ). The Commission further found in 1972 that 
Bell's embedded cost of debt of 6.0 percent would not signi- 
ficantly increase in the immediately foreseeable future 
(38 F.C.C.2d at 230), but, in fact, Bell's embedded cost of 
debt now stands at 6.9 percent. Similarly, in terms of the 
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current and expected rates of inflation, interest rates, and 
a number of other critical financial measures, the economic 
conditions of today are materially different from those at the 
time of the 1972 decision. See, e.g. , Bell Statement 5, Atts. 

A, B, C, D, F, G, and J. 

42. It is clearly established that a rate of return 

finding by a regulatory commission is applicable only so long 

as the same economic and financial conditions prevail. Indeed, 

there is a constitutional requirement that a regulated utility 

be permitted to earn a rate of return which reflects the cur- 

rent cost of money in the capital markets. The Supreme Court 

has clearly established the necessity of recognizing current 

financial and economic conditions in determining the appropi. iate 

level of earnings for a regulated utility. In Lincoln Gas ± 

Electric Light Co. v. Lincoln ,250 U-S. 256, 268 (1919), the 

Court ruled that because of changing conditions over just a few 

years, "what would have been a proper rate of return for capital 

invested in [public Utilities] a few years ago furnishes no 

safe criterion for the present or for the future." And in 

Bluefield Water Works v. Public Service Commission , 262 U.S. 

679, 692-93 (1923), the Court again stressed the need for changes 

in rate of return in response to changing economic conditions: 

"A public utility is entitled to such 
rates as will permit it to earn a re- 
. turn on the value of the property which 

it employs for the convenience of the 
public equal to that generally being 

I made at the same time and in the same 

general part of the country on invest- 

I 
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ments in other business undertakings which 
are attended by corresponding risks and un- 
certainties; .... A rate of return may 
be reasonable at one time and becomo too 
low by changes affecting'opportunities for 
investment» the money market and business 
conditions generally .” (Emphasis supplied). 

See also, F.P.C. v. Hope Natural Gas Co ., 320 U.S. 591, 604-05 

(1944); F.P.C. v. Natural Gas Pipeline Co ., 315 U.S. 575, 596-97 

(1942), affirming 120 F.2d 625 (7th Cir. 1941); United Ry. & 

Electric Co. v. West , 280 U.S. 234, 249 (1930) ("The problem 

(of fair return] is one to be tested primarily by present day 

conditions.") 

43. The interplay of these principles recognized by 
the Supreme Court and the provisions of the Communications Act 
relating to the effectivenoss of carrier-initiated rates is well 
illustrated by the course of events at the time Bell initiated 
rate increases in 1970. The Commission had determined in 1967 
in Docket 16253 that Bell's allowable return, under then exist- 
ing conditions, was in the 7.0-7.5 percent range. 9 F.C.C. 2d 
30 (1967); 9 F.C.C. 2d 960 (1967). When in November of 1970, 
Bell filed rate increases designed to raise its earnings sub- 
stantially above that level because of increases in its cost 
of Capital, the Commission recognized the right of a carrier 
to initiate rate changes and ordered an investigation in Docket 
19129 of Bell's claim to a higher earnings level. 27 F.C.C. 2d 
149 (1971); 27 F.C.C. 2d 151 (1971). When the Commission in- 
stituted its investigation in Docket 19129, it stressed that 
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"changes occurring in the capital structure and the costs thereof 
of AT&T subsequent to the 1967 decision, particularly the net 
increase in embedded cost of debt, were of particular importance, 
and recognized that "changes had taken place in the various ele- 
ments which make up the cost of capital since the Commission's 
1967 decision in Docket No. 16258" (27 F.C.C. 2d at 154-55). 

This led to the Commission's Phase I Decision which determined 
"what rate of return is warranted under current and immediately 
foreseeable economic and financial circumstances .... (38 

F.C.C. 2d at 227). 

44. Thus, the Commission has in the past recognized 
that changing economic and financial conditions have a critical 
impact upon the required rate of return for Bell's interstate 
operations. In the more than two years since the Commission*s 
last rate of return determination in Phase I, there have been 
financial and economic changes greater in magnitude than 
those preceding the Commission's consideration of Bell s rate 
of return in 1972. Under the Communications Act, and under the 
decisions of the Supreme Court, such changes require a higher rate 
of return. 

45. The Communications Act provides the procedures 
by which the Commission can investigate the full impact of the 
changed financial and economic conditions since 1972. Under 
the Act the Commission is empowered to institute an investigation 
of a carrier's rate filing. 47 U.S.C. §204. If the investigation 
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is not completed in the time required for public notice and 
any suspension period the Commission may order, the Act 
requires that the rates become effective subject, at the 
Commission's option, to refunds in the event the rates are 
eventually held unlawful. 47 U.S.C. §204. These procedures 
are fully consistent with the Commission's previous treatment 
of Bell's interstate rate increases and represent the con- 
gressionally-established balance of interests in the Communica¬ 
tions Act that the courts have consistently upheld. 

46. In sum, the Commission in its orders in Phase 
I of Docket 19129 did not prescribe rates within the meamng 
of Section 205 and cannot now bar the filing of carner-initiated 

rates. 

3. The Other Contentions Advanced 
By Petitioners Provide No Valid 
Basis for Rejecting AT&T's Tariff 
Filing. ___ 

47. Certain petitioners urge summary rejection of 
AT&T's tariff filing on the grounds that it would be disrup- 
tive of other Commission proceedings involving private line 
rates (e.g., ARINC, pp. 11-14; AP, p. 11; CNS, p. 7); that it 
would involve the "pancaking" of private line rate increases, 
especially as to TELPAK rates (e.g., ATA, pp. 3, 25; also 
ARINC, p. 2); or simply that the newly filed rates are too high 
(e.g., AP, p. 11? CNS, p. 7). None of these contentions pro¬ 
vide a lawful basis for rejection of a tariff filing. 
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48. Regardless of the grounds put forward, petitioners 
cannot escape the fact that a rejection of a tariff filing is 
effectively a prescription of existing rates and invalid without 
the hearings and findings required by Section 205 of the Act. 

In American Telephone & Telegraph Co. v. FCC , 487 F.2d 865 (2d 
Cir. 1973), the Court of Appeals reviewed a Commission rule that 
prohibited. AT&T from filing rate changes for any of its major 
Services without first obtaining special permission from the 
Commission. The Commission had adopted this rule for precisely 
the purpose that ARINC and others urge here as a reason for the 
Commission to reject AT&T's filing: major rate revisions in AT&T's 
Principal interstate Services would be disruptive of a pending 
Commission investigation. See 487 F.2d at 870. The Court held, 
however, that this bar against filing rate changes violated the 
Act's regulatory scheme under which the Commission may not pre¬ 
vent AT&T from initiating rate changes prior to completion of 
hearings and findings as to the rates' lawfulness. The Court 
found "determinative" the fact that: 

"[T]he special permission provision 
under review has the same effect as 
a Section 205 rate prescription. It 
compels the carrier to adhere to a 
fixed rate which can be revised only 
with prior Commission permission. 

Section 205 provides, however, that 
before the Commission can exercise 
that authority hearings must be held 
and prescribed rates must be found 
just and reasonable .... Under the 
circumstances of this case, we see no 
difference between a 'prescription' of 
new rates and a 'freeze' of old rates." 

(487 F.2d at 874-75.) 




A. 434 


-37- 


The Commission cannot now reject AT&T's instant rate filing 
without similarly "freezing" or "prescribing” Bell's exist- 
ing rates. Yet, as we have demonstrated above, the Conunission 
has not made the findings required to prescribe such rates 
pursuant to Section 205, and has, in fact, stressed that it 
made no prescription of rates in its Phase I Decision. 

49. In other cases where agencies have rot previously 
prescribed rates, courts have made it clear that tariffs can¬ 
not be rejected on asserted grounds that they are unlawfully 
high as a matter of law. The petitioners in Associated Press v. 
FCC, 448 F.2d 1095, 1104 (D.C. Cir. 1971), for example, made the 
same arguments that petitioner ATA (at p. 3) presses here-that 
AT&T should not be allowed to "pyramid" or "pancake" a senes of 
private line rate increases and "earn more than the rate of return 
previously authorized by the Commission." See 448 F.2d at 1102. 
The Court of Appeals, however, held squarely against the Com¬ 
mission' s authority to reject tariffs on these grounds (448 


F.2d at 1104-05) 


"Whether the AT&T rates in general or 
the TELPAK rates in particular are too 
high is a matter for the Commission to 
decide after investigation and hearmg. 
The Commission has no authority to re- 
ject rates summarily on the ground that 
they are unlawfully high. 


We know of no rule of law that a pro- 
posed rate increase must be rejected 
merely because the lawfulness of « 
prior rate increase has not been finally 
determined." 




/ 
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50. Under an analogous statutory scheme, the Federal 
Power Coiranission was also held powerless to prevent repeated 
rate increases (a series of four increases) by a natural gas 
whole.jåler during a period in which the FPC had under investiga- 
tion earlier increases by the same company, Willmut Gas & Oil Co. 
v. FPC, 294 F.2d 245, 249 (D.C. Cir. 1961), cert. denied , 368 U.S. 
975 (1962): 


"[The Natural Gas Act] provides for 
investigation of changed rate 'hich 
have been filed; but it does not con- 
template that the Commission may re- 
fuse to file a tendered new schedule 
showing changes in rates or that it may 
summarily reject or disallow the new 
schedule without a hearing. 


In response to charges that the FPC should have rejected the 
company's latest filing as unlawful "on its face", the Court 

held (294 F.2d at 250): 

"The Commission was not authorized to 
reject the filing in this case on any 
ground appearing on its face. Its 
only statutory authority was to enter 
upon a hearing concerning the lawful- 
ness of such rates, to suspend their 
effectiveness for a time, and after 
full hearing to make such orders with 
reference thereto as would be proper 
in a proceeding under Section 5(a) of 
the Act. [15 U.S.C. §717d (a).]" 
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51. The FCC has no greater authority under the Com¬ 
munications Act than the FPC has under the Natural Gas Act to 

1 prevent the effectiveness of carrier-initiated rates without 

a hearing. American Telephone & Telegraph Co. v. FCC , 487 

) 

F.2d 865, 878-79 (2d Cir. 1973). Thus, the effect of reject- 
ing AT&T 1 s tariff filing on grounds that AT&T is allegedly pan- 
caking rate increases, or that the rate increases allegedly will 
produce earnings that are too high, or because any other defi- 
ciencies are alleged to appear "on the face" of the tariffs 
would be to deny AT&T its right under the Communications Act 
to a hearing and findinge on the lawfulness of its rate changes. 

52. Certain petitioners nevertheless cite Municipal 
Light Boards v. FPC , 450 F.2d 1341, 1345 (D.C. Cir. 1971), cert. 
denied , 405 U.S. 989 (1972), for the Commission's authority to 
reject AT&T's tariffs when "no dispute of fact is involved ’ and 
when questions of law and administrative policy are such that 
"there is neither a dispute as to material facts nor a need to 

• ventilate the underlying facts to aid in policy determination. 

• (ANPA, pp. 9; ARINC, p. 7). Even assuming the FCC has the same 

i 

authority to reject tariffs as the FPC, the Municipal Light 
Boards case has no application to AT&T's present tariff f iling. 
The Court of Appeals said in that case that rejection should 
mark the clear case of a filing that patently is either deficient 
in form or a substantive nullity." 450 F.2d at 1345. Elaborat- 
ing upon these criteria, the Court continued (id. at 1346): 
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* 


"A 'rejection' of a filing ... is 
appropriate where the filing is so 
deficient on its face that the agency 
may properly return it to the filing 
party without even awaiting a respon- 
sive filing by any other party in 
interest. 


"It is a 'peremptory form of re- 
sponse to filed tariffs' which classi- 
cally is used not to dispose of a matter 
on the merits but rather as a technique 
for calling on the filing party to put 
its papers in proper form and order." 

(Emphasis supplied.) 

The contentions advanced by the petitioners, on the other hand, 
do deal with the substantive merits of the tariff filing. The 
petitioners advance arguments disputing facts as to the precise 
magnitude of the increase in Bell's cost of Capital since 1972. 
Indeed, to the extent there is no dispute of fact, it is that 
current. economic and financial conditions are materially differ¬ 
ent from those in 1972. That is, no petitioner is disputing the 
fact that Bell is now paying significantly more for long term 
debt than the 7-1/4 to 7-1/2 percent the Commission used in 
determining Bell's rate of return in Phase I of Docket 19129. 
Clearly, then, AT&T's filing cannot be held a "substantitive 
nullity" and rejected on the basis of the Municipal Light 
Boards case. 

53. Petitioners cite still other cases involving the 


Federal Power Commission that aie said to demonstrate the power 
of the FCC to reject AT5.T's tari'fs. The decision most f re- 
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quently cited is the Pcrmin r ; Basin Area P . atc Cases , 390 U.S. 

747 (1968), in which the Supreme Court upheld the FPC's author- 
ity to impose a moratorium on the f iling of natura 1 gas rates 
higher than those the Commission had previously prescribed as 
just arid reasonable. Clearly, the FCC' s 1972 decision in Dockat 
19129 did not impose a moratorium on rate increa^es as in Permi an 
The FPC's action in Permian took place only after it had pre¬ 
scribed rates based upon hearings and the requisite findings. 

As the Court of Appeals recognized in AT&T v. FCC , 487 F.2d 864, 


877 (2d Cir. 1973): 


"[In Permian ) the moratorium on rate 
changes by gas companies was imposed 
after the FPC had prescribed agency 
made rates pursuant to lts p rescnption 
power, i'.e. after a full hearing and a 
aetermination that the prescribed rate 
was just and reasonable. 390 U.S. at 
777-79." (Emphasis supplied.) 

Since AT&T's current rates are not "agency-made rates" and 

were not prescribed by the FCC in Phase I of Docket 19129, 

Permian does not stand as authority for the Commission to re 

ject A^&T's rate increases. 


* Petitioner ATA (at pp. 18-19) cites several FPC cases that 
involved the Commission's authority to dictate rates under the 
special circumstances of imposing a condition upon temporary and 
initial certificates of public convenience and necessity granted 
natural gas producers under Section 7 of the Naturail Gas Act _ 

(15 U.S.C. §717f) . E.g. , FPC v. Texaco, Inc ., 377 U.S. 33 ' 

United Gas Improvemént Co. v. Callery Proper ties, Inc^, 382 U.S._ 

rrsTTt t r .. Hunt , -J 76 U.S. 515 (1964) ; Atlantic R efinmg —Co. 

Commission, 360 U.S. 378 (1959). These situations 
from 


723 (1965); FPC v 
v. Public Service 


are*éntirely~different Trom the present situation because "(t]he 
power granted to the Commission in §4 [comparable to the tCC s 
requlation of common carriers' rates] does not come into play 
unr.il after the initial certification of the natural gas into 
interstate commerce has been granted under §7." FTC v. Hun_, 

376 


supra . 


U.S. at 522. 
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54. Similarly, FPC v. Tennesse e Gas Transmission CO w 
371 U.S. 145 (1962), and FPC v. Natural Gas Pipeline_C o^, 315 
U.s. 575 (1941), cited by AIA (pp. 16, 19), are wholly inapposite. 
These were cases in which the Court upheld the FPC's authority, 
after full opportunity for hearing, to make a rate of return 
determination before resolving questions of cost allocation and 
rate structure in subsequent proceedings. They did not involve 
the rejection of rate increases filed^after the agency’s initial 

decision on allowable rate of return. 

55. Petitioners also cite a number of other cases 

that have no bearing «hatever on the question of whethet the 
FCC has authority to rejeot tariffs of a common carrier on 
grounds that the rates would be unlawfully high. These 
cases all involved some aspect of the FCC's authority to 
regulate broadcasting, and as the Court of Appeals ruled in 


I 

I 

I 

I 

I 

I 


• Similarly irrelevant is the Ingot Molds case, AmericanC|mmercial 
t inps Inc. v. Louisvil le & Nashville R.R. , 392 U.o. 571 (19b»), 
cited* •• by" ATA at p. 2T. That case did not involve a moratorium 
rate increases by the Interstate Commerce Commission nor had the 
ICC summarily rejected proposed rate revisions by the railroad 
without hearings and findings. 

•• E.g., tnited States v. Storer Broadcasting Cg ..351 «2, 

(1956); united States v. Southwestern Cable Co., 392 U-S. i 9 7 
(1968): General Telephone Co. v. FCC , 413 F. l 

cert. denied, 396 U.S. 888 T1969); Kessler v. £££,326 F.2d 673, 
-roT~irTc — Cir 1963); Harv ey Radio Laboratorie s, Inc, v. unitea 
Itites', 289 Fi2d 458 460 il.C. Cir. 1 961); HarbeSIto^ga^castina 

^oTvT FCC, 218 F.2d 28 (D.C. Cir. 1954). 

Press Wireless Inc. v. FCC, 204 F.2d 372 (D.C. Cir. 1959), 
inv olved reiection 6T a taFIff because the petitioner was not 
licensed to provide the service — a basis for reDection no 
remotely applicable to the present proceedings. 
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ATST V. FCC, 487 F.2d 864, 876 (2d Cir. 1973), such casos 
are "wholiy unpersuasive” in arguing to override restnctrons 
on the Commission* s regulation of common carriers' rates, 
especially as provided in Seottons 203-06 of the hot. 

56. Thus, the judicial precedents confirm «hat 
the provisions of the communications Act make clear. Absent 
a prior prescription of rates, the Commission has no authority 
to reject ATM's tariff filing without holding hearings and ' 
without making findings on a current record. 

4. Allegations That AT&T's Tariff 
Filing Does Not Comply With The 
Commission's Rules Are Not Grounds 
For R e^ecting The Tar iffs;-— 

57. Petitioners ARINC (pp. 3, 1°)> ATA ( P* 26) * and 
AIA (pp. 23-25), allege that AT6T's tariffs should be rejected 
because they fail to meet the requirements of Commission Rule 
61.38, which specifies the material to be submitted with the 
tariff filing. 47 C.F.R. S61-38. ARINC contends, for example, 
that "ATM has failed to estab. sh [>rima facie that the increases 
i„ Telpak and starion eguipment charges «ould be reasonable as 
required by Section 61.38 of the Rules." ,P- 3). ATA and AIA 
tely on a discussion by their consultant. Mr. Charles w. Krng 
(«hich is appended to their petitions), and they claim this 
demonstrates AT&T's failure to comply with Rule 61.38. 

58. The voluminous material f i led by ATM in support 
of its filing is substantially similar to (indeed, more 


t 
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than) the materials filed in support of previou^ tariff sub- 
nissions. This type of material has been held in full com- 
pliance with the requirements of Rule 61.38. Similar conten- 
tions by many of the same petitioners as here were made as 
grounds for rejecting AT&T's private line rate filing in 
December 1971. The Commission held that such allegations 
about failure to provide adequate supporting data under Rule 
61.38 did not constitute grounds for rejection (33 F.C.C. 2d 

a 

522, 523 (1972)): 

"In our judgment, the cost, revenue, and 
other data submitted by AT&T in justification 
of the proposed tariff changes sufficiently 
satisfies the requirements of §61.38 to permit 
the acceptance for filing of the new schedules. 

It is a separate and distinguishable issue, 
however, whether the submitted data establishes 
that the proposed tariffs are just and reason- 
able and otherwise lawful under the Communica¬ 
tions Act. The resolution of that issue should 
be made through the hearing process." 

59. Thus, data submitted pursuant to Rule 61.38 are 

not required to establish "that the proposed tariffs are just 

and reasonable and otherwise lawful under the Communications 

Act." 33 F.C.C. 2d at 523- Indeed, the Commission stated 

this principle at the conclusion of Phase I of Docket 19129 with 

respect to AT&T's filing in January 1973 (42 F.C.C. 2d 293, 300) 

"The Trial Staff makes the contention that 
any tariff filed by a carrier must be re- 
jected and returned to the carrier if it 
is not accompanied by a prima facie showing 
that all of the rates therein are just, 
reasonable and free of undue discrimination, 
i.e., in full compliance with Sections 201 
and 202 of the Act .... We disagree .... 
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The Trial Staff cites no statutory or other 
support for the sweeping proposition that 
tariffs must be rejected that are not ac- 
companied by a p rirna facie showing of com- 
pliance with Sections 201 and 202 of the 
Act . . . . [W]e have heretofore made it 

clear that the purpose of obtaining this 
information [accompanying a tariff filing] 
is not to require the carrier to make a 
prima facie showing of lawfulness on penalty 
of summary rejection but 'is to elicit in¬ 
formation and data which will facilitate 
the Commission's judgment as to whether such 
proposed tariffs present questions of law - 
fninp.ss which warrant our investigation 
and hearing.' (our underlining) 40 FCC 2d 
147; p. 153 (1973)." 

See also, American Farm Lines v. Black Ba ll Freight Service, 

397 U.S. 532, 538-39 (1970); Associated Press v. FCC, 448 

F.2d 1095, 1104 (D.C. Cir. 1971). 

60. In a recent opinion denying a petition to reject 

AT&T's recent WATS filing, the Chief of the Common Carrier 

Bureau stated: 

"Section 61.38 of our rules was not vio- 
lated here merely because AT&T may have 
presented no defensible rate-making basis 
for the rate changes and may not be able 
to justify the changes at any further hear¬ 
ing or investigation. Our rules require 


f * In the Associated Press case, the Court of Appeals held tnat 

submissions pursuant to the Commission's tariff filing rules 
need not show that the rates are prima facie justified. 448 
F.2d at 1104. It recognized that such filing rules were merely 
to provide information to aid the agency to decide whether an 
investigation and suspension of a tariff change is needed and 
' that such rules do not confer "important procedural benefits 

upon individuals" (id.). The court recognized that "this 
information may be sufficient even though it does not amount to 
a prima facie case" (id.). Petitioners, such as ARINC, thus 
confuse the standards for Commission review of data, ancillary 
to exercising its discretion as to the need for further investi¬ 
gation, with the standards for determining the lawfulness of 
rates after full hearing. 
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the submission of the data, information 
and rate-making principles upon which the 
carrier relies for its proposal irrespec - 
tive of whether such material is defensi - 
ble . ] I ^ In the present instance, AT&T's 
Siction 61.38 showing suffices for an ap- 
propriate Commission disposition of this 
filing." (46 F.C.C. 2d 213, 214 (1974); 
emphasis supplied). 

61. It has thus been established that disagreements 
as to the substance of the data submitted pursuant to Rule 61.38 
to support a carrier's tariff changes do not constitute a valid 
ground for rejecting a tariff filing. In any event, the material 
submitted by AT&T does, in fact, fully meet the requirements 
of Rule 61.38. Petitioners rely on the comments of Mr. King 
in support of their contentions that AT&T did not comply with 
Rule 61.38. It is clear from even the most cursory reading 
of Mr. King's contentions that they represent at most his 
personal views as to what kinds of supporting data are desirable 
or preferable. If Mr. King has a different opinion as to the 
substance of Bell's extensive cost, traffic and revenue data, 
these allegations can be presented in the form of testimony at an 
evidentiary hearing. Such allegations in no way support the 
assertion that AT&T has failed to comply with Rule 61.38. 


* For example, Mr. King claims that Bell has not submitted a 
projection of costs for a three-year period beginning at the 
date of the filing. In fact, as shown in AT&T Cost Data Volume 1, 
Sections 2, 3 and 4, as well as numerous supporting volumes, such 
data were actually presented. Similarly, contrary to Mr. King s 
contentions, estimates of cross-elasticities were presented (see, 
e.g., Traffic and Revenues Data Volume 6). While Mr. King contends 
that such data do not satisfy his special interpretation of what 
is required, he presents no legal support for his interpretation 
as superior to the one which has customarily been recognized and 
accepted in filings with this Commission. 
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IV. Ot.her Petiti ons to Suspend 
S2. In its fetition to suspend Datran complains 
about the exclusion of Dataphone Digital Service (DDS) from 
the general rate increase. As pointed out in the material sup- 
porting the filing (Bell Statement 6, pp. 26-67), AT&T's January 
3, 1975, tariff revisions provide" 1 for rate increases in all do- 
mestic rate elements in Tariff 260 with the exception of the 
rates for the Series 7000 Services and for any items that were 
filed to become effective after September 1, 1974.* Since the 
DDS rates became effective December 15, 1974, they were thus 
not covered by the tariff revisions filed a few weeks later. 

63. The cost material filed in support of the DDS 
rates, effective December 15, 1974, reflects the same type of 
increased cost elements as those reflected in AT&T's filing herein 
Thus, on January 6, 1975, AT&T, pursuant to Commission Order,** 
submitted its direct case in support of its DDS rates. Included 
in that filing were cost estimates revised to reflect the new 
wage adjustments, a higher cost of Capital (an incremental cost 


* Datran erroneously alleges in its petition that No reasons 
appear to be afforded for exempting Series 7000 Services from 
?he prooosed general rate increase"(p. 3). The reasons for 

not making the tariff revisions applicable to Series 7000 were 
set forth at pages 26-27 of Bell Statement 6. As noted there 
in the rates for these television program transmission Ser¬ 
vices have been the subject of several Commission proceedings, 
in which certain agreements concerning the appli * 

were reached by the parties involved, ineluding the 
pation of the Common Carrier Bureau. For example, a stipula 
?ion agreement governing the level of certain television rates 
until December 31, 1975 was adopted by the Commission in 
Order, released December 11, 1973, in Docket 13684. 


** F.C.C. Order 74-1370, released December 16, 1974, establish- 
ing Docket F.C.C. No. 20288. 
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o( Capital of 11 3/4 percent), and other increased costs which 
font, the basis for the general rate increases proposed herein. 

(See FCC Docket No. 20288, Bell Ex. 18). There is no ment 
whatever to Datran's oontention that failure to increase the 
December. 1974 DOS rates is in some way unjust and unreasonable. 
It was shown in Docket 20288 that the filed DDS rates continue 
to be appropriate in that volatile competitive environment. 

DDS is a service offering competitive with Services offered 
or to be offered by Datran. The rate levels for such a service 
are set to vield an optimum contribution so that the rates for 
Bell's other Services, rncluding MTS, can be set at levels 

lower than would otherwise be required.* 

64. National Data’s petition to suspend takes issue 

particularly with the proposed WATS rate increases at the snert¬ 
er distances. National Data recognizes (at p. 8) that the WATS 
rates are being revised in order to maintain rate relationships 
with MTS, and that proportionately higher increases are proposed 
for shorter haul MTS to improve the revenue/cost relationships. 
But National Data falls to explain why it is inappropriate to 
ref leet the relatively higher costs at short distances or to 


. . . l, «f 71 mr m Uac COHCØCløCl thåt ItS StfitSd Ob]6C 

tive^cSoostng rates which yield as large s contribution as 
Ptacticable would be better 

l™ab!^Ung oniy the J-t Part of one sentence^^the^ 

ffai e aft^ ^pS^i-^es^its "-ning^ The paragraph 
from which Datran selectively quotesexplainsthatincr g 

SJ-S WHsSs r Sf: 

fered by Datran. (FCC Docket No. 20288, Bell Ex. , P 
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maintain consistent rate relationships between MTS and WATS. 
Ironically, National Data concurs in the f iling of the Council, 
whose petition views with favor rate revisions designed to re- 

late rates more closely to the relevant costs. 

^ 65. California's petition to suspend is essentially 

directed to the pperation of current separations procedures. 

It contends (pp. 2, 3) that the application of a portion of 
the separations formula, known as the Composite Station Rate 
(CSR) ratio, hurts states (such as California) with CSR ratios 
above unity but helps states with such a ratio below unity. We 
do not agree with California's computation of the anticipated 
separations effect. In any event, these are matters which 
should be addressed in proceedings involving the formulation 
of jurisdictional separations procedures. It is, of course, 
a consequence of rate revisions (interstate or intrastate) 
that there will be changes in growth rates and relative usage 
and that shifts between interstate and intrastate jurisdic- 
tions might take place in either direction. This, however, is 
no ground to suspend the instant tariff f iling. 
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Conclusion 


For the reasons stated herein. those petitiona of the 
US ers seeking rejection. cancellation or «ithdrawa! of the tariff 
f iling should be denied. The asserted grounda for auch extra- 
ordinary relief are flatly contrary to the explicit atatutory 
scheme of the Communications Act and have been expreaaly denie 
in the numerous deoiaions diacuaaed abcve. 

While it is true thatthe Commission has discretion 
under Section 204 of the Communications Act to suspend the tariff 
filing for a period of up to three montha fron, ita effective date, 
aa the petitiona to auapend request, the petitionera present no 
reaaons why auspension ia in any way neoeaaary to proteot their 
intereata or the public intereat generally. An accounting order 
without the full atatutory auapenaion will fully protect the inter- 
eats of customera, irreapective of the outcome of any inveatigation 
the Commission may order. On the other hand. a auapenaion «ould 
irrevocably deny the carrier juat and reaaonable ratea urgently 
needed during the auapenaion period. The extenaive material al- 
ready presented to the Commission demonstrates both that the 
Bell System’s current level of Interstate earnings is plamly 
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inadequate in light of present economic co.nditions, and that 

relief is needed without further delay. 

Respectfully submitted, 

AMERICAN TELEPHONE AND TELEGRAPH COMPANY 

Bv /s/ Joh n F. Preston. JlL- 

John F. Preston, Jr. 

Bv /s/ Thomas M. Eichenberger _ 
Thomas M. Eichenberger 

By /s/ Bennett Feigenbaum _ 

Bennett Feigenbaum 

195 Broadway 

New York, New York 10007 


Bv /s/ Alfred A. Green _ 

Alfred A. Green 

32 Avenue of the Americas 
New York, New York 10013 


Ry /s/ Howard J. Trienens 
Howard J. Trienens 


Bv /s/ Jules M. Perlberg _ 

Jules M. Perlberg 

One First National Plaza 
Chicago, Illinois 60603 


Its Attorneys 


February 5, 1975 
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BEFORE THE 

Fedsral Communications Commission 

WASHINGTON, D. C. 20554 

In the Katter of ) 

) 

AMERICAN TELEPHONE & TELEGRAPH ) Transmittal No. 12241 

COMPANY, Long Lines Department ) 

Revision of Tariff F.C.C. No. 260 ) 


ADDITIONAL COMI1ENTS ON FCC 
TRIAL STAFF PETITION TO SUSPEND 

The American Broadcasting Companies, Inc., CBS INC. 

and National Broadcasting Company, Inc. (the "NetWork Companies"), 

hereby submit the following additional comments on the Petition 

to Susper.d filed by the Common Carrier Bureau's Trial Staff 

in the above-captioned proceeding on January 28, 1975. 

The NetWork Companies have also filed a Petition to 

Suspend Transmittal No. 12241 and do not oppose the Trial Staff 

Petition. However, in its Petition to Suspend the Trial Staff 

2 / 

alleges that the Message Telecomraunications Service (MTS) is 
subsidizing other interstate Services of the American Telephone 
and Telegraph Company. This assertion is based upon the 
assumption that it is proper to base rate of return calculations 

1/ To the extent required by Section 1.45(c), permission is 
hereby sought to file these comments. 

2/ At pages 4-5. 
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upon "Method 1" of the fully distributed cost studies sub- 
mitted by AT&T in Docket 18128. Without here arguing the 
validity of such an assumption, with v;hich the Nctwork 
Companies are in strong disagreement, the NetWork Companies 
point out that this matter is currently in litigation in the 
AT. r .T Private Line rate case (Docket No. 18128). For reasons 
v/hich we have stated in other pending proceedings, whatever 
action the Commission takes on the matters involved, it 
should not be based upon the assumption put forth by the 
Trial Staff concerning fully distributed costs and "Method 1", 
since this could v:ell disregard or prejudge the matters 
before the Commission in Docket No. 18128. (See, for 
exar.ple, Further Statement of American Broadcasting 
Companies, Inc., CBS INC. and National Broadcasting Company, 
Inc., filed September 13, 1974, Docket Nos. 18128, 19919.) 

Respectfully submitted, 

AMERICAN BROADCASTING COMPANIES, INC. 

CBS INC. 

NATIONAL BROADCASTING COMPANY, INC. 



McKenna, VJilkinson & Kittner 
1150 Seventeenth Street, N.W. 
Washington, D. C. 20036 
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AMERICAN BROADCASTING COMPANIES, INC. 


By 


Robert J. .KajifmanJ • t, 
1330 Avenue y of the Americas 
New York, New York 10019 


aJ/C 


CBS INC. 

Rv - 

Joseph DeFranco W 

itø^O M Street, N.W. 
Washington, D. C. 20036 


NATIONAL BROADCASTING COMPANY, INC. 


By wow-(| ^AA,^-wiU-r *~r- 
Hov/ard Monderer 
1800 K Street, N.W. 
Washington, D. C. 20006 


Their Attorneys 


February 6, 1975 
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before the 

FEDERAL COMMUNICATIONS COMMISSION 
Washington, D. C. 2055 : 


In the Matter of ) 

) 

AMERICAN TELEPHONE AND TELEGRAPH COMPANY ) 

LONG LINES DEPARTMENT ) 

Revisions of Tariff F.C.C. Nos. 263, ) Transmittal No. 12241 

259, and 260 Rates, Respectively, ) 

for Long Distance Message Telecom- ) 

munications Service, Wide Area Tele- ) 

communications Service and Private ) 

Line Service ) 


OPPOSITION 

(To be acted upon by the Commission)” 

American Telephone and Telegraph Company ("AT&T"), 
pursuant to Section 1.45 of the Commission's Rules, hereby 
opposes the petition by the American Newspaper Publishers 


U ANPA addressed its petition to the Chief of the Common 
Carrier Bureau. The Chief of the Common Carrier Bureau 
does not have authority to act on ANPA’s petition on the 
grounds alleged in that petition. Section 0.297 of the 
Commission^ Rules delegates rejection authority to the 
Chief only as "to the rejection of tariffs as authorized 
by subsection (d)" of Section 203 of the Communications 
Act (vjhich pertains to failure to give "lav;ful notice oi 
[the] effective date" of any schedule entered for filing), 
v;hich is not applicable here. In addition, ANPA's petition 
is directed to the same tariff revisions v/hich are before 
the Commission for consideration in connection with vari- 
ous otner petitions, including one filed by the instar.t 
petitioner. Accordingly, it appears appropriate that 
ANPA’s instant petition be included in that consideration. 
VJe are, of course, serving a copy of this OpDOsition 
on the Chief of the Common Carrier Bureau. 
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Association 


lo reject tne abjvj-c 


tioneci tariff 


revisions. In support 
states as follov.s: 


oi 


;his 


Opposition, AT&T respectfully 


1. On January 3, 1975, AT&T filed tariff revi¬ 
sions providing for increasea charges for the Bell System's 
interstate Services, to be effective i.arch *1, 1975* 0 n 
January 28, 1975, ANPA filed v:ith the Commission a "Petition 
To Cancel or, in the Alternative, Suspend and Investigate." 
Contemporaneously, ANPA filed its Petition to Reject herein, 
and incorporated by reference its pecition to the Commission. 

2. On February 5, 1975, AT&T filed with the 
Commission its Reply to pleadings (including ANPA's petition 
to the Commission) requesting suspension and investigation, 
and in some cases also requesting cancellation, rejection or 
withdrawal, of the above-captioned tariff revisions. AT&T's 
Reply (pp. 21-46) shows that the petitions seeking rejection, 
cancellation or withdrawal of the tariff filing should be 
denied since the asserted grounds for such extraordinary 
relief are flatly contrary to the explicit statutory scheme 
of the Communications Act and have been expressly denied in 
numerous judicial and Commission decisions set out and 
discussed in that Reply. A copy of AT&T's Reply is attached 
hereto and is incorporated herein by reference. For the 
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isoru 
j ec t 


- j- 


, stated in the a 
shoaid bo denieu 


r.c. ihed Rep ly, A-i?A's Petition to 


Reupect fu 1 ly r.aornittec, 

1RICAII TELEPHONE AND TELEGRAPH COMPANY 


Rv /*/ .Tnhn F. 

John F. 


Pr-pst-.nn ». 
Preston, 


JLru- 

Jr. 


By 


/s/ Thomas M. Ei ^h^pharger 
— rnviorr.as M. Eichenberger 


rv /s/ Bennett Felgenbaum. 
-Bennett Feigenbaum 


195 Broadway 

New York, New York 10007 


ly /*/ Al fned A 


Alfred A. 


Green,. 

Green 


32 Avenue 
New York, 


of the Americas 
New York 10013 


3y 


/s/ 


Howard J- Trienens - 

Hov:.-'ra J. Trienens 


3y /s/ 


Jules . 


p.orl h?r tJ L- 
i r orr" 


One 


First National 

(_ L T_ . i O L o 


Pl a 

60 u 



f"' o 


r 1 - 


•.ornay; 



February 10, 197o 
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Before the 

FEDERAL COMMUNICATIONS COMMISSION 
Washington, D.C. 20 5 5' 


In the Matter of 

) 

AMERICAN TELEPHONE AND TELEGRAPH COMPANY,/ 
LONG LINES DEPARTMENT 

i 

Revisions of Tariff F.C.C. Kos. 263, 

259, and 260 Rates, Respectively, 
for Long Distance Message Telecom- 
municaticns Service, Wide Area Tele- 
communications Service and Private 
Line Service ' 


Transmittal No. 12241 


REPLY 

American Telephone and Telegraph Company (AT&T), pur- 
suant to Section 1.773(c) of the Commission's Rules, hereby 
replies as follows to the pleadings* requesting suspension and 
investigation, and in some cases also requesting cancellation, 


We are in receipt 
by the Council on Wage 
of Chicago ("Chicago") 
("Executive Agencies") 


of petitions seeking suspension filed 
and Price Stability ("Council"); City 
Executive Agencies of the United States 
Trial Staff of the Common Carrier 
Bureau in Docket No. 19129 ("Trial Staff"); Mutual Broadcasting 
System, Inc. ("Mutual"); Intermountain Network, Inc. ( IMN n 
Data Transmission Co. ("Datran"); American Broadcasting Com- 
panies, Inc., CBS, Inc., National Broadcasting Company, Inc. 
("Networks"); National Data Corporation ("National Data ); 
Commonwealth of Pennsylvania ("Pennsylvania"); and State of 
California and Public Utilities Commission of California 
("California"). Ad Hoc Telecommunications Committee ( Ad hoc 
Committee") requests rejeetion of the filing. Petitions seek¬ 
ing cancellation, rejeetion or withdrawal or, as .. 

relief, susoension and investigation have been fi^ed by Commodi y 
News Services, Inc. ("CNS"); American Newspaper Publishers Asso¬ 
ciation ("ANPA"); Aeronautical Radio, Inc. ("ARINC"); Aerospace 
Industries Association of America, Inc. ("AIA"); Associated Press 
("AP"); Air Transccrtation of America ("ATA"); and United Press 
International, Inc. ("UPI"). 


[The remainder of AT&T's Reply is reproduced 
at A. 399-448, sui£ra.] 
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3cfore the 

FEDERAL COMMUNICATIONS COMMISSION 
WASHINGTON, D.C. 20554 


In the Matter of 

AMERICAN TELEPHONE AND TELEGRAPH 
COMPANY, LONG LINES DEPARTMENT 

Revisions of Tariff F.C.C. No. 260, 
for Private Line Series 6000 Service 


Transmittal No. 12241 


To: Chief, Common Carrier Bureau* 


> 


OPPOSITION 

American Telephone and Telegraph Company (AT&T), 
pursuant to Sertion 1.45 of the Commission*s Rules, hereby 
opposes the "Petition to Extend Notice Period" applicable 
to the above-captioned tariff revisions for Private Lme 
Series 6000 (Audio program transmission) Service, submitted 
by the American Broadcasting Companies, Inc., CBS INC., and 
National Broadcasting Company, Inc. (Networks). In support 
of this Opposition, AT&T respectfully states as follows: 


1. On January 3, 1975, AT&T filed with the Commission 
(under Transmittal No. 12241) certain tariff revisions provid- 
ing for generally increased rate levels applicable to various 
Interstate Services, including private line audio (Series 6000) 
program transmission Services furnished under Tariff F.C.C. No. 


* As we discuss herein 
Bureau does not possess 
relief requested by the 

it is not). 


(para. 10), the Chief, Common Carrier 
the delegated authority to grant the 
Networks even i f it wero proner (which 
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260 . In accordar.cc v; 
sion Rule 61.58, AT&T 
notice period, i.e.. 


ith rhe notice rcquirements of Connis- 
's tariff filinq provided for a 60-dav 
an effective date of March 4, 1975. 


2. In their Petition (p. 12) the Networks request 
that "the Commission extend the statutory notice period for 
an additional 90 days" insofar as the rate revisions for the 
Series 6000 audio program transmission Services are concerned. 
That is, the Networks request that the Commission order, after 
the fact and on an ad hoc basis, an extension of its notice 
requirement from 60 to 150 days. As we show herein, the 
Networks- requested relief — which could result in deferral 
of rate revisions for a total of eight months — is patent!. 
in violation of the Communications Act and the Commission 1 s 
Rules, and if granted would constitute a gross abuse of Com¬ 
mission authority. The Networks have failed to establish 
grounds justifying extension of the maximum notice period 
specified in the Commission's rules. 

3. The Networks seek to support their Petition by 
arguments directed essentially to the substance of the audio 
rate increase — contending that the rate increase would 
impose an additional $1.7 million annual burden on the radio 
broadcasting industry and that the nature of the increase 
(across-thecboard for each rate element of audio service, is 
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not -ustiit'--. T;.vso argunonts pertaining to trst ;;ubstar.c< 

of the filir.g can be presentec in any evidentiary nearinc or. 
the new audio rates. Eut they do not constitute grounds for 

extending the notice period. 

4. As the Court of Appeals for the Second Circuit 

recognized, the purpose of the notice requirement for cus- 
tomers is to provide a "waiting period . . • designed to give 

the public the opportunity to review the tariff and to make 
any pertinent comments."* The Networks have failed to demon- 
strate how they are prejudiced by the existing notice require- 
ments. There has been no showing that the Networks have not, 
much less could not, make an adequate review of the filed 
supporting data pertaining to the audio rate revisions in order 
to advise the Commission concerning the need for suspension 
and investigation.** Indeed, their actions indicate just the 

* American Telephone & Telegraph Co . v. F.C.C . 503 1.2d 612, 

614 (2d Cir. 1974) . 

** The Networks complain about the "overwhelming volume oi 
data filed by AT&T in support of its proposal" ip. 4) 
that this is "the largest single rate filing in AT&T s histor 
(p. 7). But when placed in the context of the specific ra e 
revisions for audio service (which constituté’ less than one 
percent of the overall revenue increase), the material is 
clearly not of a magnitude that would preclude review in the 
time required for submitting comments to the Commission as to 
whether suspension and investigation is necessary. Data setting 
forth the traffic and revenue analyses, and the incremental 
cost analyses, applicable to the audio Services are essentially 
in four support volumes and comprise about 100 pages. 

(Footnote continued on following page) 
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opno.it.. The Networks f i led with the Comission a tinely 
Petition to suspend the tariff fiUng. «ntaining the ir 
comrents as to how the rate revisions would affect the.. 

They did not indicate any inability to .ake a complete review 
Of the tariff filing material concerning the audio Services. 

5. The Commission has determined that its existinq 

notice requirement is fully adequate for custoners to review 

material submitted in support of tariff changes. In its 

Final Report and Order in Docket No. 18703. 25 F.C.C.2d 957 

, ;an p c C 2d 149 (1973 )t the 

(1970)i reconsideration demed» 

(Footnote continued from preceding page) 

Other co.td.ta <-ch as the FDC -t«Ul> 

audio portion, were no dif fe „ ere £amiliar a s a result 

oftili/lcUvfpar^icipation in the proceedings in Doctet Hos. 

18128 and 18684. 

The bulk of the supportmg J^ial^n^h^Long Distance 
audio Services. Such data as the m N gtwork Cost (INC) System 

ffL5°!Ss“ SE" 

S srerri th fmig 9 s y in S the S pa e s e t (Such as the MTS filing. in 1970 
and 1973 and the WATS filings m 1973 and 19 

t • /at nn 7-8) — not that the 

* Indeed, the Networks complam v iew — but that the 

supportmg material justness and reasonable- 

data somehow are msufficient P J submitted data 

ness of the audio «te revisions. AT& r has In an y event, 

to demonstrate the lawfulnw» of the »-t« f ira^ tariff filing 
it is well established tha P . . "such proposed tariffs 

material is to aid [Commission] inves- 

present questions of ( law u ness which^warra^^l nQt make a "grima 

^^elho^ng^that^airrates therein - )ust reasonable, ; 

STr.»; ngm. U £&-U-i v. L-c, 

448 F. 2d 1095, 1104 (D.C. Cir. 19/1). 
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Commission u ' c : -:»• -ommi s.-. i • n •» 

which incrcac". - irer.. 3u to oO tiaps tnc notico requared re: 
every tariff publication which ccr.stitutes a rate increase. 

The Commission expressly regeeted suggestions from certain 
customer groups that the period of notice should be extended 
to 90 days (25 F.C.C.2d at 971), and it stated that to re- 
quire a longer period of notice could "prejudice the carrier 
unduly" ( id. at 973). Thus, in adopting the 60-day notice 
period, the Commission recognized the prejudice to a carrier 
flowing from the deferral of its tariff filings, and concluded 
that no more than 60 days’ notice should be required for rate 
increases. Further, the Commission has made it clear that 
extension of the notice period speeified in Section 203 was 
not an extension of the maximum statutory suspension period 
speeified in Section 204. (IcK at 970-971.) The Commission’s 
rules were designed only to permit a determination as to 
whether a tariff should be suspended or designated for hear- 
ing. 40 F.C.C»2d at 153. 

6. The Networks’ petition must thus be viewed as a 
thinly veiled attempt to circumvent the maximum statutory 
suspension period set forth in the Communications Act. 47 
U.S.C. §204. It is well established that neither the Com¬ 
mission nor the courts can alter this explicit statutory 
suspension period. AT&T v. F.C.C. , 487 F.2d 864 (2d Cir. 

1973); Arrow Transportation Co. v. Southern Railway Co. , 372 
U.S. 658 (1963); United States v. SCRAP, 412 U.S. 669 (1973). 
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„ o , !tint tht r.:::' potition «c;:i - to adopt <*cvice 

statutory schcr- o£ carricr initiated 

2. c n ci i £ r l ^ 1 1 •=> J ^ • *-* 

rn f r C 501 F.2d 612, 617 (2d Cir. 
rata changes." ATST v. FO., 

19741 It wculd thus constitute the type o£ "gintnickry 
(in the words cf the Court cf Appeals for the Second drcurt 
in its "notice" decision, which the Court «cogmred wou 
exceed the hounds of Cosm,ission authority under the Act. Id, 

at 617. 

Art nrovides that, when ques- 
7 The Communications Act p 

tions as to lawfulness of a tariff flli*. are presented. the 
Commission has authority to defer, pending investigation. t e 
effective date of the tariff fiUng only for a specrfrc sus- 
pension period. The deferral of a rate fiUng under Section 

the time when it would otherwise ,o into effect." -ing sus- 
pension, rate inoreases which are entirely lawful are irre 
trievably lost to the oarrier. If investigation has not been 
completed during the suspension period and increased rates go 
into effeet, the Cosusission may maKe the increased rates sub- 
geet to an accounting order and possible refund. In this 

manner the NetworXs would be fully protected Suoh a statu- 

f, _ « C areful acconunodation of the vanous 
tory scheme represents a carer 

• « united States v. SCRAP , 412 U.S. 669, 

interests involved. unirea oc-- 

6,7 (1971). Thus, an extension of the notice period, as 
requested by the Networks, would contravene this statutory 





co the carrxer wno 


scheme and constitute an irrevocable xoss 
would be denied urgently needed rate reliex. Congress clearl\ 
realized "that when a carrier is prevenced from placing xr. 
effect new rate increases it may suffer irreparable loss v;hich 
in turn may impede the provision of adeauate service during a 
period of rising costs." AT&T v. F.C.C. , supra , 487 F.2d at 

874. 


8. The Networks cite the recent decision of the Second 
Circuit in AT&T v. F.C.C. , 503 F.2d 612 (1974), but this deci¬ 

sion does not sanction the type of retroactive rulemaking the 
Networks seek here. The Court of Appeals emphasized that its 
holding was: 

"... limited to the sole question of the 
statutory power of the FCC (not the wisdom 
of its policy) to extend the 30-day notice 
provision to 60 days." Id. at 615. 

The Court made clear that its decision did not contemplate an 

extension of the notice requirement which would subvert the 

statutory scheme: 

"... The argument that the result here 
would permit the FCC to make gross changes 
of time which would pervert the statutory 
grant is not relevant. We are not here pre- 
sented with such a case or claim and see no^ 
point in anticipating such an event . . . ." 

Id. at 618. 


9. An extension of the statutory 30-day notice require¬ 
ment to the 150 days' notice sought by the Networks would be a 
"gross" change of time which "would pervert the statutory grant 
The 150-day notice requirement would alone exceed the combined 
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30-days' notice ar.d 3 months' suspension ^eriods specified 
D y Congress in enaccing the Communications Act. Since, as 
noted above, the increased rates would be subject to sus¬ 
pension at the end of the 150-day notice period, the practical 
effect of the Networks' proposal could result in an 8-month 
deferral of the rate increase. Clearly the Commission lacks 
authority to extend the notice period to the 150 days sought 
by the Networks.* 

10. Even if the Commission had authority to extend 
the notice requirement to 150 days as requested by the Net¬ 
works (which it does not), it is clear that the Chief of the 
Common Carrier Bureau has not been delegated such authority 


* The Networks (p. 11) ask the Commission to ignore the 60- 
day maximum notice period provided in Rule 61.58 and, after 
the fact, adopt a new rule in this instance. But Rule 61.58 
cannot now be altered retroactively and on an ad ho£ basis. 
Retroactive application of a new, different rule not in exis- 
tence at the date of the filing will pre}udice AT&T, which 
"had a right to believe that the old rules would govern lts 
January 3, 1975 filing. Pacific Mo lasses Company v. J^T^C., 

356 F.2d 386, 389-90 (5th Cir. 1966).Seé also, Smit h v. Resor, 
406 F.2d 141, 145 (2d Cir. 1969); Service v. Dulles 354 U.S. 

363 °88 (1957); NLRB v. Welcome-American Fertilizer Company 
44 3*F^2d 19, 20 (9th Cir. 1971). Further, the relief requested 
would not meet the Section 553 requirements of the Administrative 
Procedure Act (5 U.S.C. §553), incorporated in Secticms 1.401- 
427 of the Commission's Rules. Such relief could only be grante 
by rulemaking after notice and opportunity to participate by 
interested parties, 5 U.S.C. §553(0, as the Commission itself 
recoanized in its proceedings in Docket 18703 and by lts 
institution of the rulemaking proceeding in Docket 19741. See 
40 F.C.C.2d 1099 (1973). 
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by the Commission. Section 0.297 of the Rules delegates 
authority to the Chief of the Common Carrier Bureau to act 
upon matters in oonnection with "the administration of tariff 
regulations" established by the Commission pursuant to Section 
203 of the Communications Act. The "administration" of tariff 
regulations does not encompass the power to establish a new 
rule. Vet that would be the effect if the Chief of the Common 
carrier Bureau imposes an additional notice requirement beyond 
that specified in Section 61.58. No provision is made in the 
Commission's Rules for the imposition by the Chief of the Common 
Carrier Bureau, at the behest of a customer, of a new tariff 
filing rule different from that specified by the Commission 
itself. The imposition of additional requirements would thus 
be substantive action beyond the Chief's administrative 
authority. 

WHEREFORE, for the reasons stated herein, the Net¬ 
works' "Petition to Extend Notice Period" should be denied. 

Respectfully submitted, 

AMERICAN TELEPHONE AND TELEGRAPH COMPANY 

By___-_ 

John F. Preston, Jr. 


Thomas M. Eichenberger 
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Bennett Feigenoauni 
195 Broadway 

New York, New York 10007 


'Alfred A. Green - 

32 Avenue of the Americas 
New York, New York 10013 


"Howard J. Trienens 


'jules M. Perlberg - 

One First National Plaza 
Chicago, Illinois 60603 


Its Attorneys 


February 10, 1975 
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Pcfo o the 

FEDKUAL COMMUNICATIONS CO' 
Washington, D.C. 20554 


;io:: 


In the Matter of 

American telephone' and telegraph 

COMPANY, LOMG LINES DEPARTMENT 

Revision of Tariff F.C.C. Mo. 260 
Private Line Service, Series 5000 
(TELPAK) 


) 

) DOCKET NO. 18128 

) 

) 

) 

) 

) 


TO: The Commission 


PARTIAL OPPOSITION OF 
COMMu’M IC AT TOM S , 1 MC . , 
OF AERONAUTICAL PAL10, 


MICPOWAVE 
TO PETITION 
IRC., (ARINC) 


Microwave Communications, Inc. (MCI), by its 
attorneys, respectfully opposes hcrein a portion of the 
Pc.tition To Reject Or Secure Withdrawal Or To Suspend And 
Order An Accounting, And To Investigate Increased Rates, 
filed in the above-captioned proceeding, and in relation 
to American Telephone and Telegraph Company iariff Trans- 
mittal No. 12241, on January 28, 1975, by Acronauticnl 
Radio, Inc. (ARINC). The specific portion of that 
Petition which MCI opposes is the request on rages 15 through 
17 thereof that the Commission reopen the record in Docket 
No. 18128 so that evidence concerning AT&T's January 3, 1975, 
proposed rate increases for Telpak and Tcletypv;r i ter Services 
be considered in that proceeding. Khile MCI shares with ARINC 
a sense of frustration at seeing AT&T free to disrupt 
Commission proceedings by the "paneaking" oi rate prooo^als, 
it cannot agreo that a delay in the terminauion of Docket 
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No. 18128 is nocessary. It certainly is not desirable. 

On Pages 11 through 14, ARINC succinctly summarizes 
the status of proceedings in Docket No. 18128. MCI would, 
in addition, draw the Commission's attention to the colloquy 
between Chairman Richard E. Wiley and counsel for Air Trans¬ 
port Association at pages 144-145, of the transcriot of oral 
argument in Docket No. 19919 (Bell Hi/Lo Rate Proposal) on 
November 5, 197,. The facts are that the Commission has 
indicated that it is nearing a decision in Docket No. 18128, 
and that such a decision would be indefinitely delayed were 
ARINC's suggested course to be followed. MCI cannot believe 
that the public interest or the interests of AT&T's customers 
or conpetitors would be served by such a result. 

The Commission courageously tried to prevent this 
kind of "pancaking" of conflicting rate proposals by direct- 
ing AT&T to seek prior approval before filing new private 
line rate proposals v;hile Docket No. 18128 was still pending, 
American Teloohone and T elecrraoh Companv, 33 FCC2d 522,525 
(1972). However, AT&T was able to get a court reversal of 
that practical and orderly action, American Telephone .and 
Tp 1 ecrraoh Comoanv v. FCC, 487 F2d 864 (C.A.2d, 1973). Having 
thus been denied a remedy against AT & T's filing of multip- 
licitous rate proposals, the Commission has no choice but 
to press on to a decision in any given rate case at the earliest 
possible time. V7ith a decision in Docket No. 18128 literally 





within re^ach. 


1730 M Street, 
Washington D.C 


_ 3 _ A. 468 

ARIIJCs suggestion shor.lcl be rcjectcd. 

Respectfully submitted, 

MICROWAVE COMMUNICATIONS INC. 

N.w. By Haley, Bader & Potts 

.20036 

Michael H. Bader 

William J. Potts^ JrT 

Kenneth A. Cox 


February 12, 1975 


Its Attorneys 




Before the 

FEDSRAL COMMUNICATIONS COMMISSICN 
7/ashington, D.C. 20554 


A. 469 


In the Matter of 

AMERICAN TELEPHONE & TELEGRAPH 
COMPANY, Long Lines Department 
Revision of Tariff F.C.C. No. 260, 
Series 6000 Channels 


) 

) 

) Transmittal No. 12241 
) 

) 

) 


STATEMENT OF THE 

NATIONAL ASSOCIATION OF BROADCASTERS 
IN SUPPORT OF PETITION 
_ TO EXTEND NOTICE PERIOD _ 

The National Association of Broadcasters (hereinafter NAB), by its 
counsel, hereby submtts its Statement in support of the "Petition to Extend 
Notice Perlod" of the American Broadcasting Companies, Inc., CBS Inc., 
and National Broadcasting Company, Inc. (hereinafter the NetWork Com¬ 
panies) in the above-captioned proceeding. NAB endorses the NetWork Com¬ 
panies' request for a 90 day extension of the notice period, pursuant to .->ec- 
tion 203 of the Communications Act of 1934, as amended (4/ U.S. Code §203), 
thereby effecting a delay in the effective date of Tariff F.C.C. No. 260 of 
the American Telephone & Telegraph Company (hereinafter AT&T), Transmit¬ 
tal No. 12241 . It is respectfully suggested that such an extension is nec- 

essary in light of the enormous volume of data and other material submitted 

* 

by ATST on its bchalf which must now be subjectcd to careful scrutiny and 


| 
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analysis by all interested partias. 

N.-3 is a non-profit association of radio ar.d television broadcast- 
ers. Its membershlp as of February 12, 1975, includes 2397 standard broad- 
cast stations, 1604 FM broadcast stations, 539 television broadcast stetions 
i ar.d all nationwide, commercial broadcast networks. In accordance with its 

by-laws, the objective of the NA8 

) 

. . . shall be to foster and promote the development of 
the arts of aural and visual broadcasting in all its forms; 
to protect its members in every lawful and proper manner 
from injustices and unjust exactions; to do all 'hings 
necessary and proper to encourage and promote eustoms 
and practices which will strengthen and maintain the 
broadcasting industry to the end that it may best serve 
the public. 

Typically, both AM and FM broadcast stations are users of series 6000 
channels for which AT&T has proposed tariff tncreases. Like the Network 
Companies, these individual ond group-owned stations wiil oe adversely 
affected by the across-the-board 7.8% rate increase for series 6000 hannel 
customers. The economic impact of the proposed tariff revision will vary 
arr.ong the broadcast users. In all instances, however, there are common 
public interest considerations which should be assessed v/hen evaluating 
the AT&T proposal. It is submitted that in order to do justice to those pub¬ 
lic interest considerations, a careful examination of the AT&T supporting 
data must precede C rp.rnission overview of the tariff proposal. The sheer 

> 

vclume of data submitted by AT&T, however, frustrates even tht iost ser- 
ious cndeavors to assess and analyze this important matter in advance of 
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the N arch 4, 1°75, effective date of Tariff No. 260. Even disregarding for 
the moment the merits of the AT&T claims that some cost increases are nec- 
essary, there remains the important question of who should bear these costs 

and in what proportion. 


I 

I 

■0 

I 

« 

r 


Public D olicv Considerations Dictate the N eed for f/oro Tim e. 

Broadcasting generally provides a unique and vital service to the 
public through the speedy dissemination of news. discussion and entertain- 
ment. No other communications medium can boast of a similar role. This 
continuous, instantanoous and widespread dissemination of news and in¬ 
formation coupled with religious. educational, sports and entertainment pro- 
gramming makes possible an informed citizenry with an unparalleled access 
to the events of our time. 


Transmittal No. 1 2241 would endow AT&T with revenues from radio 
broadcasters in an amount estimated to be in excess of $23 million annually; 
an amount which exceeds current assessments by approximately $1.7 million 
annually.^ Little, if anything. is known of the direct and indirect impact 
that cost increase will have upon radio broadcasting. It is submitted that 
where those costs cannot be readily absorbed a likely consequence will be 


reduced program quality or quantlty, or both. 

, / Potitinn to Susnend, for Hearlng and Imposo bSSS^im 

Conditions, Transmittal Ko. 12241 , of the American Broadcasting Com- 
panies, Inc., CBS Inc., and National Broadcasting Company, Inc., a 
notes i and 2 and accompnnying text. 




o 



r 
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Accordingly, whsre there are indications that tariff revision may 
hamper the quality or quantity of these programs in the future, as is the prob- 
abls case with Tariff No. 260, the public policy considerations attending 
the proposal are deser/ir.g of especially meticulous examination. 

The Commission Has the Authority to F.xtend the Notice Period . 

Rection 203Co) of the Communications Act of 1P34 provides that chang- 

2 / 

es in charges by common carriers must be published for a period in advance 
of the effective date. It further states that the Commission has the discre- 

y 

ticnary power to modify the statutory requirements of Rection 203. This pov/er 
is limited only by a requirement that good cause be shown for enacting such 
modifications. 

NAB submits that ' good cause" exlsts and has been shown by the 
Networ'< Companies' Petition as well as by information included in this sup- 
porting statement. The Chief of the Common Carrier Bureau, according to 
Pection 0.297 of the Commission's rules and regulations, has the authority 
to edminister changes in the statutory notice requirements rendered pursuant 
to "ection 203 Co). 

In response to various petitions by private line users urging sus- 

pension of the effective dato for the tarlfc proposal, Ai&T suggests that these 

mterests can be protected by an accounting order.—^ AT&T claims that it 

urgently" needs the rate incroase. To the contrary, hov/ever, NAB submits 

~/ Oiiginally thirty days, the Commission has modified the notice period so 
as to require sixty days. Rection 61.58 of the FCC Rules and Regulations. 
3/ America n Telephone £; Telegraph C-o. v. FCC , 503 F.2d 612, 61 5 (1974). 
li/ Renly of American Telephone £< Telegraph Co., Long Lines Dept., Tranc- 
mittal No. 1 2241 at 20. 
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that certai.n public policy considerations generally ignored by AT&T demand fl 

immediate attention. NAB is requesting, therefore, that preliminary even 1 

to any consideration by the Commission of whether to invoke Section 204 
of the Communications Act suspending the effective date for the new tariff, 
the initial notice period be extended sc as to provide much needed time for 
examining this matter more thoroughly. It simply cannot be presumed that 
the public interest will be served by expeditious implementation of the tar¬ 
iff, even with an accounting order. The requested 90 day extension of the 
notice period is not unreasonable in light of the momentous nature of the AT&T 
tariff and its effect upon all aspects of American life. 

Conclusion 

In view of the foregoing, NAB respectfully requests that the "Peti- 
tion to Extend Notice Period" of the Network Companies be granted. 

Respectfully submitted, 

NATIONAL ASSOCIATION OF BROADCASTERS 

1771 N Street, N.W. 

Washington, D.C. 20036 


John B. Summers 


Brenda L. Fox 
Counsel 

February 20, 1975 
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Fcilsnl 

1013 \\ StnalBl 
Y/såinjgsfl, D.G. 20551 


r recorded listing of releases and texts call 632-0002 


Report No. 1751 


COMMON CARR1ER ACTION 




& 


For general information 
call 632-7260 

February 27, 1975 - C 


pcc GRANTS AT&T $364 MILLION 1NCREASE IN INTERSTATE REVENUES 

The Commission voted today to allow the American J* 1 * 8 '*^ 

Corapanv to file tariffs increasing its ann ^! revenue» r ™ 

The Commission in 1972 prevlatnf clTtVlf ' Capital. 

l^al low in g °the a present i ncrease^ 6 the Cc^ission took cognizance of the fact 
that economic conditions had changed significantly smce 1972. 

Under these circumstances, the FCC concluded it should £ n £ 72 

prescription to allow AT6T to increase lts ° ^ t cture an d its increased 

This action took into account AT6T's current Capital structur 

cost of embedded debt. 

The Commission, absent a hearing. was -able tc deta^ina » f £ 

if «by, «W. cost of e q uity had tncre.sad “isVarlng 

for hearing on an expedited basis. AT6T's allowable rate of return 

it would make such further modifications to AT6T s allowao 

as would then be appropriate. 

The Commission said its Order would be issued next week. 

. r- v, Chairman Wiley and Commissioners 

Action by the Commission February • q concurring; Commissioners 

Washbum and Robinson; Commissioners pa rt; with chairman Wiley 

Lee and Hooks concurring in part and dis ® e "“"8 ‘ n P 
and Commissioners Lee and Reid issuing statements. 


-FCC- 


kJAJCiO 
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KHDKRAL COMMUNICATIONS COMMISSION 

WASHINGTON. DC 2051 * 

March 3, 1975 

IN HIPLV «l* 


9510 


American Telephone and Telegraph Company 
hong Lines Department 
32 Avenue of the Americas 
New York, New York 10013 


At tent ion: 


W. E. Albert 

Administrator, Rates and Tariffs 


Gentlemen: 

This is in reference to yo»r Company*s Tranj-itt-l^o. ,12241 

dated January 3, 1975 and acc °'j'P ^ (1) l,ong Distance 

vi ding for increased rates l *‘ s (2) wid e Area 

Message Telecommunicalions Servic (£ S). < Seivlccs . 

Telecommunications Service; and f3J p c c Nos> 2 63, 259, 

These proposed revisions to y bccome effective March 4, 

-d 260, l United State. to 

SiLrr-s.: on 

March 29, 1975. 

As you know, the Cooimlssion on F '' bl “'’' y ”■ yeJurned herewith 

these proposed revisions 

pursuant to Section 61.3 . , n 291(d) of the Rules. 

under authority delegated under Section 0.Z91UU 


Sincerely yours, • 


i/. (j\^— 


Ruth V. 
Chief, 
for Chief, 


Reel • , . . 

Tariffs and Services Division 

Common Carrier Bureau 


Enclosures 






CERTIFICATE OF SERVICE 


I, Jules M. Perlberg, certify that I served copies 
of the Petitioner's Brief and the Joint Appendix this 2nd 
day of May, 1975, by mail, postage prepaid, on the Federal 
Communications commission, the United States of America, 
and each of the intervenors in No. 75-4046, as set forth 
in the attached list. 


/S/ JnlFts M. 

Jules M. 


Ppr1hpro 
Perlberg 










Ashton R. Hardy, Esq. 
Joseph A. Marino, Esq. 
John E. Ingle, Esq. 
Federal Communications 
Commission 

Washington, D.C. 20554 


Thomas E. Kauper, Esq. 
Carl D. Lawson, Esq. 
Department of Justice 
Washington, D.C. 20530 


James E. Landry, Esq. 

General Counsel 
Air Transport Association 
of Amexica 

1709 New York Avenue, N.W. 
Washington, D.C. 20006 

Attorney for Air Transport 
Association of America 


William E. f 'lier, Esq. 
Steptoe & Johnson 
1250 Connecticut Ave., N.W. 
Washington, D.C. 20036 

Attorney for Air Transport. 
Association of America 


Charles R. Cutler, Esq. 

John L. Bartlett, Esq. 

Michael Yourshaw, Esq. 

Kirkland, Ellis & Rowe 
1776 K Street, N.W. 

Washington, D.C. 20006 

Attorneys for Aeronautical 
Radio, Inc. 

John R. Baskin, Esq. (Air Mail) 
1956 Union Commerce Building 
Cleveland, Ohio 44115 

Attorney for United Press 
International, Inc. 


Aloysius B. McCabe, Esq. 

Michael Yourshaw, Esq. 

Kirkland, Ellis & Rowe 
1776 K Street, N.W. 

Washington, D.C. 20006 

Attorneys for Commodity News 
Services, Inc., The Associated 
Press, American Newspaper 
Publishers Association 


Arthur Scheiner, Esq. 
Richard A. Solomon, Esq. 
Robert D. Hadl, Esq. 
Wilner & Scheiner 
2021 L Street, N.W. 
Washington, D.C. 20036 
Attorneys for Aerospace 
Industries Association 
of America, Inc. 


Robert P. Kane 

Attorney General, Commonwealth 
of Pennsylvania 

Capitol Annex 

Harrisburg, Pennsylvania 17120 
Attorney for Commonwealth 
of Pennsylvania 

Gordon P. MacDougall 

Special Assistant Attorney General 

705 Ring Building 

Washington, D.C. 20036 

Attorney for Commonwealth 
of Pennsylvania 

Carl S. Rowe, Esq. 

Chadbourne, Parke, Whiteside 
& Wolff 

30 Rockefeller Plaza 

New York, New York 10020 
Attorney for United States 
Independent Telephone 
Association 
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Thomas J. 0'Reilly, Esq. 

1150 - 17th Street, N.W. 
Washington, D.C. 20036 

Attorney for United States 
Independent Telephone 
Association 


George E. Shertzer, Esq. 
Richard M. Cahill, Esq. 

One Stamford Forum 
Stamford, Connecticut 06904 
Attorneys for General 
Telephone Company of 
California, et al. 


John R. Jones, Esq. (Air Mail) 
William H. Schneider, Esq. 
Power, Jones & Schneider 
100 East Broad Street 
Columbis, Ohio 43215 
Attorneys for General 
Telephone Company of 
California, et al. 


Michael H. Bader, Esq. 
Kenneth A. Cox, Esq. 
William J. Byrnes, Esq. 
Haley, Bader & Potts 
1730 M Street, N.W. 
Washington, D.C. 20036 
Attorneys for Microwave 
Communications, Inc. and 
MCI Telecommunications 
Corporation 


Roy R. Russo, Esq. 

Richard A. Helmick, Esq. 
1920 L Street, N.W. 
Washington, D.C. 20036 
Attorneys for Mutual 
Broadcasting System, Inc. 
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